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EXECUTIVE SUMMARY

Amendments have been developed to replace therSlepte3, 2006 amendments to Rule
1309.1. This proposal was developed in respondgotrd direction at that September
rule amendment hearing for staff to address loedlimpacts. In addition, it is proposed
to re-adopt Rule 1315. Upon amendment of Rule 113@Ad adoption of Rule 1315 on
September 8, 2006, the District was sued by memidfetise environmental community

that alleged the rulemaking did not undergo thergmmate CEQA analysis. Although

staff strongly disagrees with this allegation, néweless, a programmatic Environmental
Assessment (EA) has been prepared for this repkwateand re-adoption rulemaking to
resolve the CEQA matter.

The September 8, 2006 amendments to Rule 1309.idprb access for electrical
generating facilities (EGFs) to Priority Reservedits subject to certain limitations and
criteria, including the payment of a mitigation feeConcerns were raised by Board
members at that hearing that additional criterieuth be developed to address localized
impacts. In response to the Board direction, stedfted several proposals and conducted
an extensive outreach program consisting of seyarhlic forums and meetings with
interested stakeholders. The staff proposal fde R809.1 reflects the Board directive as
well as the input from the public outreach. RuUB43 is an administrative rule requested
by U.S. EPA to formalize AQMD’s accounting methaatp} for tracking changes to its
internal New Source Review (NSR) offset accountsth® purpose of demonstrating
programmatic equivalence between the AQMD’s NSRgmm and federal NSR
requirements.

Based on the input from the public and interesteétetiolders, staff has crafted these
proposed amendments to Rule 1309.1 that will pepe@iccess to the Priority Reserve for
EGFs considering localized air quality and envirental justice concerns. Ambient PM
2.5 levels are used to characterize local air tyuahd divide the District into three zones.
Zone 1 has ambient PM 2.5 levels less than 15 lig#one 2 has ambient PM 2.5 levels
between 15 and 20 ug/mand Zone 3 has ambient PM 2.5 levels greater 20ang/M.

An Environmental Justice Area (EJA) has also besfimdd as areas where 10% or more
of the population is living in poverty (based orDQ0Federal census data) and either the
cancer risk is greater than one in one thousandléemined by AQMD Multiple Air
Toxics Emission Study - MATES Il study), or the R\Mxposure is greater than 46pg/m
as determined by AQMD monitoring. In an effortdiscourage the siting of EGFs in the
most polluted areas of the Basin, mitigation fees proposed to be 50% higher for
emission credits purchased from the Priority ReséywEGFs in Zone 2 and 100% higher
for emission credits purchased from the Prioritgé&tee by EGFs in Zone 3 or in EJA as
compared to the fees charged in Zone 1. Howellef the proposed fees are within the
range of prices charged in recent years for ERCsthenopen market. Staff has
committed that all of the monies from the purchaieredits less the administrative cost



of implementing the program will be used for pathat reduction projects in and around
communities where EGFs are located, with at least third of the monies used for
alternative and renewable energy projects.

In addition, for projects located in Zones 2 anth@&e are more stringent requirements
for cancer risk and chronic and acute hazard isdic&he proposed rule establishes
hourly emissions limits and also the annual rateemissions. Limits have also been
established for the annual hours of operation ifopke cycle turbines based on the zone
they are located and for maximum ground level ingpaased on air quality modeling.

This proposal has been modified since the versiesgmted at the public workshop held
on April 19, 2007. The 635 MW cap for access ® Bmiority Reserve in Zone 3 or the
EJA has been replaced with additional stringentssimins-based criteria that all projects
in Zone 2 and Zone 3 or the EJA must meet to psecloeedits from the Priority Reserve.
In addition, more stringent criteria are proposed ffrojects greater than 500 MW in
Zone 3 or the EJA.

The programmatic EA prepared for this rulemakingludes elements to more fully
examine the breadth of proposals that have beeaustied for Rule 1309.1 including
regional energy projects and bio-solids from wastew treatment facilities. A

subsequent rule amendment to Rule 1309.1 — Pridtdégerve is contemplated for
rulemaking after adoption of the replacement R@@911 and re-adoption of Rule 1315.
This subsequent rule amendment will address tlhwesssf bio-solids and Energy Projects
of Regional Significance (EPRS).

BACKGROUND

At the September 8, 2006 Public Hearing, Rule 1B6®riority Reserve was amended to
allow EGFs temporary access to the Priority Reseovebtain SQ CO and PM10
credits. These September amendments once agarndguionew EGFs access to the
Priority Reserve where these proposed projecterdb not have or can not secure the
needed offsets on the open market. California been experiencing a shortage of
electricity for over a year with some Stage 3 sigets (power reserves of less than 1.5%)
and rolling brownouts and curtailments occurringergly, and the demand for offsets in
the open market exceeded the available supply.egscby EGFs was subject to certain
criteria, including paying a non-refundable mitigatfee.

PM2.5 emissions are considered the emissions wéhtgst localized and regional health
impacts from new power plants. Fine particlesha PM2.5 fraction have the ability,
because of their size, to penetrate and depogit idethe lungs. Elevated concentrations
of PM2.5 are associated with adverse health impalrtsreased mortality, reduction in
lung function, and increased hospitalizations ameoragy some of the adverse health
impacts associated with exposure to elevated coratems of PM2.5. Most of the



AQMD is currently in non-attainment with regards ttee annual and 24-hour federal
ambient air quality standards of 15 pg/amd 35 pg/r respectively. The AQMD has
until 2015 to demonstrate attainment with the ahRl2.5 standard. The AQMD is also
in non-attainment with the more stringent state iantkair quality PM2.5 standard. EGFs
are large point sources of PM2.5 emissions and abditional limitations and
requirements contained in the revised proposatansistent with the AQMD efforts to
achieve air quality goals.

Subsequent to the September 2006 Board adoptafhcenducted several meetings with
interested stakeholders, including two public wbikss, one public consultation and two
public meetings in the affected communities. Basedhe Board’s direction and the
input from the energy industry, impacted communigvironmental activists, and
regulatory and municipal agencies, staff has adaftee proposed amendments for the
consideration of the Board for adoption in July 200rhese proposed amendments fully
replace the September 8, 2006 amendments to RO 113

Rule 1315 was developed at the request of and twehapproval of the U.S. EPA to
formalize the AQMD’s accounting methodology in keng debits and credits to its offset
accounts as required by U.S. EPA to establishdhficient offsets are provided for all
major sources pursuant to the federal Clean Air. A&fter months of discussions and
over 6000 person-hours, all issues and questions. ®f EPA regarding AQMD’s NSR
offset tracking were addressed. Rule 1315 was tadopn September 8, 2006 and
forwarded to the California Air Resources Board BB and ultimately U.S. EPA for
inclusion in the State Implementation Plan (SIBgcause the adoption of Rule 1315 was
challenged on CEQA grounds, Rule 1315 is curreptlyposed for re-adoption. An
Environmental Assessment for both Rule 1309.1 ankk R315 has been released for
public comment.

PROPOSED AMENDMENTS TO RULE 1309.1 — PRIORITY RESERVE

The proposed amendments to Rule 1309.1 replaceartiendments adopted by the
AQMD Governing Board on September 8, 2006 and iditewh, establish air quality,
health and economic criteria for the purchase o€&Rom the Priority Reserve based on
the project location of the EGF.

Staff crafted the proposed amendments that incatpocommunity, regulatory, and
industry concerns. Existing ambient levels of PBare used to characterize the basin.
Less polluted areas (Zone 1) have average annua.3°kbncentrations of less than
18ug/ni. Moderate areas (Zone 2) have average annual PPNihcentrations of
between 18ug/fand 20ug/nt. More impacted areas (Zone 3) have annual average
concentrations of more than 20ug/r@ones are determined based on the procedures
described in the District’s Guidance Document fateRL309.1 PM5 Concentration Zone



Determination (Attachment 1). Zone 1 representg@pmately eighty percent of the
surface area of the South Coast Air Basin in theVlQ Zone 2 approximately fifteen
percent and Zone 3 approximately five percent.map showing the zoning distribution
Is shown in Figure 1.

In addition, the proposal utilizes environmentastice criteria developed by AQMD,
pursuant to California Health & Safety Code 4302@ 5letermine those areas already
disproportionately impacted by pollution, as reqedsy the communities impacted by
the proposed EGFs. Environmental Justice Area YisJAefined as areas where 10% or
more of the population is living in poverty (basad2000 Federal census data) and either
the cancer risk is greater than one in one thoutamdetermined by AQMD MATES Il
study), or the PM10 exposure is greater than 46figen determined by AQMD
monitoring. EJA is shown in Figure 2.

To ensure that those areas already impacted byosgorand environmental criteria are
not subjected to disproportionate impacts from ne@Fs, staff is proposing more
stringent emission rates and total emissions lifotsEEGFs in these areas. These limits
provide for a distributed approach to generatiod arsmaller footprint of impacts from
these facilities.

This proposal has been modified since the versiesgmted at the public workshop held
on April 19, 2007. The 635 MW cap for access ® Bmiority Reserve in Zone 3 or the
EJA has been replaced with more stringent emissaodsrisk-based criteria compared to
currently applicable standards. All projects img® and Zone 3 or the EJA must meet
additional criteria to purchase credits from theofty Reserve. In addition, more
stringent criteria are proposed for projects gredgn 500 MW in Zone 3 or the EJA.

It should be noted as well that where Priority Reseaccess is authorized in Zone 2 or
Zone 3 or EJA, additional criteria include requissts for cancer risk, chronic and acute
hazard index and cancer burden that are more strinthan those required in other
District rules. The cancer risk is one in a millior less, the chronic and acute hazard
indices are 0.5 and the cancer burden is 0.1 cadgarten in a million if TBACT used,
1.0 hazard indices and 0.5 cancer burden in Ruld.14Although EGF projects are not
expected to be significant sources of toxic emissithese additional requirements were
added to address concerns expressed by the enenbantommunity for more health
protective standards for EGF projects seeking Byidteserve credits if they chose to
locate in the more polluted areas. For any givenpept, District staff will determine the
exact Zone in which that project is located by aS6TM coordinates.

More stringent emission rates threshold and totassions of PM10 and NOx are being
proposed for EGFs located in Zone 2, or Zone 3 &@JA. For EGFs located in Zone 2,
regardless of generating capacity, or EGFs locatetbne 3 or in EJA with a maximum
generating capacity of 500 MW or less and seekimmyiB/ Reserve credits, the applicant
would have to substantiate with modeling that theh8ur impact of the total combined
PM10 emissions from the new or modified electrigaherating units shall not exceed



5ug/nt. For these EGFs, the applicant would also haseibstantiate with modeling that
the annual impact of the total combined PM10 emrssifrom the new or modified
electrical generating units would be limited to 3u@/nt. Operation of simple cycle
electrical generating units shall be limited to aximum of 4000 hours per year. The
PM10 and NOx emissions rate would be limited tac6Ql@WMW-hr and 0.08 |b/MW-hr,
respectively.

For EGFs located in Zone 3 or in EJA with a maximgenerating capacity of more than
500 MW and seeking Priority Reserve credits, thalieant will be required to verify by
modeling that the 24-hour impact of the total camebi PM10 emissions from the new or
modified electrical generating units shall not ede2.5 pg/m and that the annual
impact of the total combined PM10 emissions frore tlew or modified electrical
generating units would be limited to 0.5 pd/n®peration of simple cycle units in Zone 3
or the EJA with over 500 MW generating capacityl Wi restricted to a maximum of
3000 hours per year. The PM10 and NOx emissiotes wauld be limited to 0.03
Ib/MW-hr and 0.05 Ib/MW-hr, respectively.

The efficiency standards for the 500 MW or lessjquis represents, according to the
most current information available to the Distristaff, the lowest emission rate
warranteed by a turbine manufacturer for simpldecysachines and the factor for the
greater than 500 MW projects is the lowest emissada warranteed by a manufacturer
for combined cycle machines and represents themustate of the art for low emission
turbine technology. These levels are less thaegudhent NSR BACT requirements.

For PM emissions, 0.06 Ibs/MW-hr standard propdsedtGFs located in Zone 2 or for
projects with a maximum capacity of 500 MW in ZoBeor EJA corresponds to the
lowest calculated emission rate for recently pregosr constructed simple cycle units.
The 0.03 Ibs/MW-hr limit for EGFs located in ZoneoBEJA corresponds to the lowest
calculated emission rate for recently proposedomistructed combined cycle units. The
calculated rates are generally based on manufastgearantees. The 30 Ibs/hr limit is
equivalent to the best controlled 500 MW simpleleyaroject. The proposed annual
impacts of 0.5 and 0.75 ug/nare included because they are below the Rule 1303
significance level of 1.0 ugfinbut are achievable.

For NOx emissions, 0.08 Ibs/MW-hr limit for EGFs#&ted in Zone 2 or for projects with
a maximum capacity of 500 MW in Zone 3 or EJA cep@nds to the lowest emission
rate based on a permit condition for recently psagloor constructed simple cycle units.
The 0.05 Ibs/MW-hr limit for EGFs located in ZoneoBEJA corresponds to the lowest
emission rate based on a permit condition for rigzgmoposed or constructed combined
cycle units.

The annual hours of operation limit for simple eyahits has been established to promote
the use of more efficient combined cycle projects.

Table 1 highlights the requirements to access tlwgify Reserve in Zones 2 and 3.



TABLE 1
CRITERIA FOR EGFs LOCATING IN ZONE 2, ZONE 3, OR EJ A

Criteria Zone 2 or Projects | Zone 3 or EJA or
<500 MW in Zone | Projects > 500 MW
3 or EJA
Cancer Risk 1in 1 million 0.5 in 1 million
Non-Cancer Risk HlI 0.5 0.1
Cancer Burden 0.1 0.05
Rate of PM10 Emissions _ 06 Ib/MW-hr <0.03 Ib/MW-hr
Rate of NOx Emissions _ 8.08 Ib/MW-hr <0.05 Ib/MW-hr
Total Combined PM10 Hourly Emissions _ 3@ Ib/hr
24-hour Impact of PM10 Emissions From< 5 ug/mt < 2.5 pg/m
New or Modified Electrical Generating
Units
Annual Impact of PM10 Emissions From < 0.75 pg/m < 0.5 pg/m
New or Modified Electrical Generating
Units
Yearly Maximum Hours of Operation (for 4000 or less 3000 or less
Simple Cycle Units)

The modeling impact standards currently being psedoare more stringent than the
District’'s current standards in Regulation XllI. hi$ is to provide a higher margin of
health protectiveness in the areas downwind froasehprojects. The operating hour
limitations for the simple cycle units are to allalwe use of simple cycle for peaking
where they are most efficient but ensure they wowldbe used as base load units where
they are less efficient than combined cycle units.

Rule 1309.1 provides access to the Priority Reskmveertain critical EGF projects that
meet specific requirements and that cannot seberad¢eded offsets on the open market.
Currently the rule specifies that funding of theoRty Reserve shall be quarterly “or
other schedule deemed practicable by the ExecQtfieer (EO) or designee”. Emphasis
is provided by new language that this includes sasipn by the EO of transfers from the
District’'s NSR account if the credits are not aahlé, and transfers will resume when the
EO determines sufficient credits are available fi@nsfer from the District's NSR
account.

An EGF is defined as a facility that generatestatsty for its own use and is less than
10 MW, or is a facility less than 50 MW that gerteganot less than 30% of its electricity
to pump water to maintain the integrity of the agd elevation of a municipality or
significant portion thereof; or is a thermal povpant less than 50 MW that generates
electricity during peak demand periods and operatesthan 300 hours per year, or is a



thermal power plant facility that generates 50 Mi\jeater of electricity for distribution
in the state or municipality owned grid system (geherator); such facility having
submitted a complete application for certificatiom the State Energy Resources
Conservation and Development Commission (CalifoEnargy Commission or CEC) or
District permit to construct application during eadlar years 2000 through 2003, or 2005
through 2008 and which applications are directlatesl to the production of electricity.
For projects submitting applications in 2005 thdou2008, the power plant site and
related facility must be going to be the subjectaof environmental impact report,
negative declaration, or other document prepareguamt to a certified regulatory
program; and in accordance with Public Resourcete@Gection 21080 (b)(6).

As a clarification, the rule states that for thegmse of qualifying as an EGF, the
applicable version of this rule is the version fifieet at the time the application is deemed
complete. As the September 8, 2006 version ofuleeis under litigation, the proposed
rule language makes it clear that in case the 8dq#e 2006 version is invalidated by a
court of law, then the current proposed rule wobkdapplicable. For the purpose of
determining accessibility of the EGF to the PriopiReserve credits and determining the
applicable mitigation fees, the applicable versbthis rule is the version in effect at the
time the final Permit to Construct is being issuéa. stated earlier, in case the September
2006 version is invalidated by a court of law, thba current proposed rule would be
applicable.

An In-District EGF is defined as a EGF located witthe jurisdiction of the AQMD and
may be qualified to draw only SOx, PM10 and CO itsegrovided it complies with all
applicable requirements of the rule, including #pecific provisions applicable to the
geographic zone and the EJA that the EGF is lodated

The proposed rule defines a Downwind Air Basin E&GSFan EGF located in a downwind
air basin outside the District. A Downwind Air Ba£EGF may be qualified to draw

VOC credits provided certain conditions are meGHS located in a downwind air basin
outside the District will need to comply with Calihia Health and Safety Code 40709.6
and pay a mitigation fee as specified in Proposeaterdded Rule 1309.1(g). The VOC
credits obtained shall be at an offset ratio aneripollutant trading rates, if applicable,

determined by the downwind district. The cumulatamount of VOC credits issued to
all downwind air basin EGFs shall not exceed 5000ngs per day. To draw the VOC
credits, the downwind air basin EGF must submitrigten request that must be received
by the AQMD Executive Officer before January 1, 208nd the CEC application must
be submitted between calendar years 2005 throu@®. 20

All EGFs seeking offset credits from the Prioritgderve shall be required to comply
with applicable conditions of the proposed ruleluding to meet BARCT for pollutants
for which credits are to be received from the RiyoReserve, pay a mitigation fee,
conduct a due diligence effort to secure avail&®is in the open market, have the new
source fully and legally operational at the ratedacity within 3 years following issuance



of the Permit to Construct or CEC certificationdanter into a contract, if needed, with
the State of California to sell at least 50% of ploetion of the power generated for which
Priority Reserve credits are obtained.

The proposed rule includes a mitigation fee scleebaked on the zone or area where the
power plant is proposed to be located. Emissi@dits purchased from the Priority
Reserve by EGFs in Zone 2 cost 50% more than erédit facilities in Zone 1 and
emission credits purchased from the Priority Resday EGFs in Zone 3 or in the EJA
cost 100% more. However, all three zones pay alfaeis within the range of recent
market prices. Staff has committed that all of thenies from the purchase of credits
will be used for pollution reduction projects indaaround communities where EGFs are
located, with at least one third of the monies usgdlternative and renewable energy
projects. For the purpose of this rule, renewadergy is defined as energy from
hydropower, wind and wave power, solar and geothkanergy, and use of fossil fuels,
provided the emissions are no more than those &émel cell.

For new EGF projects (those that filed applicationgears 2005 through 2008), a refund
of fees paid less AQMD administrative costs is at#ted if the project is cancelled for
reasons beyond the reasonable control of the ampliand the cancellation is within
twelve months of credit purchase. Projects that fapplications in 2001, 2002, or 2003
may receive partial refund of fees provided a petmiconstruct was issued and credits
were purchased based on original estimated emssmies and a subsequent revised
Permit to Construct was issued to reflect lowerssion rates verified by source testing
and which results were approved by the Distriche Bpplicant must submit a written
request for a refund within 3 months after the sedesting to qualify for the refund.

Table 2 below describes the location of the prgjacid the estimated mitigation fee from
offset credits. It is to be noted that in additionthe mitigation fees, each project that
seeks access to the Priority Reserve in Zone 2¢ Zomor the EJA is also subject to the
more stringent requirements for cancer risk, clo@md acute hazard index and cancer
burden. The table also includes four other prejec€CPV Ocaotillo, City of Riverside, El
Segundo Repower, and Reliant Energy — that hatdewn identified as of the September
Board hearing.



Table 2

Project Location and Mitigation Fees

Project Zone Capacity (MW) Mitigation Fees

(Millions)

AES Highgrové 3 300 $47.9

BP Carson/Edison — 1 500 $34.9

Carson Hydrogen Power

Project

CPV Ocotillo 1 850 $38.5

El Segundo Repower 1 630 $17.8

Reliant Energy 3 656 $67.7

Riverside Energy 3 96 $16.3

Resource — City of

Riverside

Sun Valley 1 500 $38.9

Vernon Power Plant — 2/EJA 943 $106.4

City of Vernorf

Walnut Creek 2 500 $58.4

Total 4975 $426.9

Footnote:

1- Priority Reserve mitigation fee for EJA is based?2.5 Zone 3 offset credit rate (double the
Zone 1 mitigation fee rate).

2- Permit Application submitted to SCAQMD.

Finally, staff's proposal requires EGF applicamtsrnvestigate and document the lack of
availability of alternative/renewable energy to ithproposals. The intent of this
provision is to require use of alternative/renewadhergy where feasible. For purposes



of this rule, alternative/renewable energy is dedinas hydropower, wind and wave
power, solar and geothermal energy and fossil haskd energy provided the emissions
are no more than those from a fuel cell.

The proposed amendments apply to EGF projects iarhaa complete initial application
for a permit to construct was filed in calendarrgez005, 2006, 2007 or 2008

Although the above summarizes the proposed amendrteefRule 1309.1, the proposal
also encompasses the amendments to Rule 1309.1eddop September 8, 2006. As
such, the Final Staff Report for the September 2@déption also supports the basis for
this proposed amendment and is included as Attachr@e of this report. The
underline/strikeout version of Proposed AmendedeRLB09.1 reflects all proposed
amendments since the May 3, 2002 amendment.

Since Rule 1315 is being re-adopted, the Staff Rdpo September 8, 2006 adoption of
that rule is the supporting document for the repéidn and is included as Attachment 3
of this report. The proposed rule is Rule 1315dapted on September 8, 2006, without
change. For clarity, it is not shown in underlgigkeout format.

OTHER PROPOSED COMMITMENTS
In an effort to further mitigate any potential Itzad and regional air quality impacts of
the proposed EGFs, staff will be making the follogvirecommendations to the
Governing Board as part of the adoption resolution:
* Invest mitigation fees in and around the commusitieost impacted by the
proposed project
* Invest at a minimum one-third of the mitigationgee renewable energy projects
e Set aside $4,000,000 to identify and pilot the naalstanced PM2.5 add-on control
technologies that would further reduce PM2.5 emissirom EGFs
e« Set aside $1,000,000 from the mitigation fees ctdlg to conduct a
comprehensive energy resource planning analysihéonext 10 years and identify
avenues to maximize renewable energy productitingrBasin.

CEQA ANALYSIS

Pursuant to the California Environmental Qualityt ACEQA) and AQMD Rule

110, the AQMD staff has reviewed the proposed ptopnd determined the
proposed amendments may have the potential to gensignificant adverse
environmental impacts. A Notice of Preparatiori&hi Study (NOP/IS) was

prepared and released for a 30-day public reviedlvcamment period from March
23, 2007 to April 24, 2007. Seven comment lettarshe NOP/IS were received.
Responses to the comments on the NOP/IS can bel fiouthe Draft Program
Environmental Assessment (PEA) which AQMD staff heleased for a 45-day
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public review and comment period. The Draft PEAvsilable by accessing the
AQMD’s CEQA web pages athttp://www.agmd.gov/ceqa/agmd.htmbr
contacting the Public Information Center at (909$-2039.

SOCIOECONOMIC ANALYSIS

The AQMD staff is currently analyzing the socioecomc impacts and the draft report
will be made available to the public no later tl3®ndays prior to the public hearing.

AQMP AND LEGAL MANDATES

The California Health and Safety Code requires AlEVID to adopt an Air Quality
Management Plan (AQMP) to meet state and federblarhair quality standards in the
South Coast Air Basin. In addition, the Califoriaalth and Safety Code requires that
the AQMD adopt rules and regulations that carrytbatobjectives of the AQMP. While
Proposed Amended Rule 1309.1 and Proposed Re-ad&pie 1315 are not control
measures included in the AQMP, their requirememes @nsistent with the AQMP
objectives. Since this proposal is not an AQMPtmdmeasure and does not result in
emission reductions, cost effectiveness is notiegiple. This proposal does not impose a
new emission limit or standard, make an existingssion limit or standard more
stringent, or impose new or more stringent momniyireporting or recordkeeping
requirements, and therefore, is not subject to dbmparative analysis provisions of
California Health & Safety Code Section 40727.2heTproposal merely specifies the
conditions for access to Priority Reserve credRsle 1315 formalizes the procedures for
showing that all federal major sources are offgatriedits from AQMD’s bank.

RESOURCE IMPACTS

The proposed amendments as they relate to pemndfithe EGFs are not anticipated to
have a significant additional impact on staff reses. While the administration of the
mitigation fee investment program is anticipatedéoresource intensive, such costs are
expected to be defrayed by utilizing up to 10 petrod the mitigation fees collected.

FINDINGS
Before adopting, amending or repealing a rule AQRMD Governing Board shall make

findings of necessity, authority, clarity, consigtg, non-duplication, and reference, as
defined in Health and Safety Code Section 40727 draft findings are as follows:

Necessity— The AQMD Governing Board has determined thatadnexists to replace
Rule 1309.1 — Priority Reserve as amended on Ségte8) 2006 to limit or restrict
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electrical generating facilities from accessingdisefrom the Priority Reserve if they are
located in heavily polluted areas and to re-adapeR 315, as amended on September 8,
2006, to formalize the process for establishingefadmajor source offset equivalency.

Authority — The AQMD Governing Board obtains its authority adopt, amend, or
repeal rules and regulations from Sections 400000%, 40440, 42300 (permit system),
and 40702 of the California Health and Safety Code.

Clarity — The AQMD Governing Board has determined thateR1B09.1 — Priority
Reserve, as proposed to be amended, and Rule 1FEsleral New Source Tracking
System, as proposed to be re-adopted, are writteisplayed so that its meaning can be
easily understood by the persons directly affected.

Consistency— The AQMD Governing Board has determined thaeRiLB09.1 — Priority
Reserve, as proposed to be amended, and Rule 1FEsleral New Source Tracking
System, as proposed to be re-adopted, are in hgrmbm, and not in conflict with or
contradictory to, existing statutes, court decisjar state or federal regulations.

Non-Duplication — The AQMD Governing Board has determined thateRL809.1 —
Priority Reserve, as proposed to be amended, ahel R815 — Federal New Source
Tracking System, as proposed to be re-adoptedptionpose the same requirements as
any existing state or federal regulation and iseesary and proper to execute the power
and duties granted to, and imposed upon, the Blistri

Reference — The AQMD Governing Board, in amending the ruteferences the
following statutes which the AQMD hereby implementgerprets, or makes specific:
Health and Safety Code Sections 42300, 40920.5Ca#i88 171, 172 and 182.

CONCLUSIONS AND RECOMMENDATION

Staff recommends amendment of Rule 1309.1 to reglaeamendments adopted on
September 8, 2006, and re-adoption of Rule 131&hMreasons stated in this staff
report.
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COMMENTS AND RESPONSE TO COMMENTS

The public outreach process for the post-SepterBb&006 rulemaking included one
public workshop at AQMD Headquarters on April 1902, one public consultation
meeting on May 22, 2007, and several meetings wdlviduals and groups from the
community, industry and other public agencies. abidition, a number of written
comments were received prior to the close of contsnfem the workshops. Some of the
comments were similar and have been summarizedhéanfdllowing comments and
responses.

Comment: Establishing different health standard<sfd areas amounts to “redlining”.
This policy shift is a significant change for thestdict.

Response: Staff crafted the proposed amendments itlcarporate community,
regulatory, and industry concerns. Proposed R®3@911 was developed to
address access to the Priority Reserve for all EGfesh large and small,
base load and peaker. Based on the Governing Boalidection, staff
established criteria to address and mitigate lopadl impacts from EGFs,
particularly in those areas in the AQMD that areaki#dy polluted or are
located in EJ areas. The proposal utilizes envinental justice criteria
developed by AQMD, pursuant to California HealttS&fety Code 43023.5
to determine those areas already disproportionabelgacted by pollution,
as requested by the communities impacted by theopeal EGFs. Those
projects in less impacted areas, such as Zone @&, sambject to more
stringent toxic standards than Zone 1, the leadiuped area, and required
to pay a higher mitigation fees. EGFs located an& 3 or in the EJ Area
would be subject to significantly higher mitigatitaes than in Zone 2. All
the mitigation fees will be used to fund air qualgrojects in the area
impacted by the EGF project.

Comment: Earmarking 10% of the mitigation fees &mministrative purposes is
excessive.

Response: District staff has committed to utillze mitigation fees in the communities
most impacted by the EGFs. This commitment requstest fiscal
discipline in disbursing and administering the fareghd necessitates long-
term commitment in overseeing the development &aduéon of project
contracts, which would be very resource-intensiBased on its experience
in administering the Carl Moyer Funding and othengar programs, staff
believes that utilizing up to 10% of the mitigatifees for administrative
purposes is reasonable and appropriate. Administegpolicies relative to
the disbursement of the mitigation fees will beettgyed through an open
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Comment:

Response:

Comment:

Response:

Comment:
Response:

Comment:
Response:

Comment:

Response:

and transparent public process with input from stthkeholders that will
ultimately be submitted to the Board for its ap@iov

The 635 MW limit runs counter to City oéivion objectives and precludes
large combined cycle power plants. The Districowdtd eliminate
limitations based on MW and instead base it orrlbfremissions.

Rule 1309.1 was crafted to address atodse Priority Reserve for all
EGFs, both large and small, base load and peakdn response to
comments received during and after the Public Wwokson April 19,
2007, District staff has removed the 635 MW linfihwever, due to
community concerns regarding the impact of largeFE@istrict staff has
proposed more stringent requirements for power tsldocated in EJ area
or Zone 3 that are larger than 500 MW. The newnd&ads, while not
limiting the power generating capacity of a givdam, do require that a
plant operate at emission levels that are morengg&nt than current
applicable standards.

There is no set definition of “renewabilergy” in any of the District rules.
Include the definition of “renewable energy” in BU302.

A definition of renewable energy has beduded in Proposed Amended
Rule 1309.1(c)(5).

The tiered fee structure would cause getitive disadvantage.

The tiered fee structure is intendedigcodrage future power plants to
locate in areas where the public is exposed to linghest levels of
particulate pollutants.

Is due diligence required by downwindoassin projects?

Downwind air basin projects will be reedito conduct due diligence
before accessing the District Priority Reserve dased District staff will
also consult with downwind air basin air pollutiacontrol districts to
determine the offset credits required for that podjto only allow access
and credit approval for the amount of credit reeurto offset. The access
will be limited to 5000 Ibs/day.

Riverside Energy Project would be distiiimuthe power generated to the
state grid system via the localized distributiosteyn. Rule language needs
to be added to reflect this situation.

Rule language has been added to PAR1{3)§9)(A) to reflect this. The
EGF definition includes thermal power plant facdg that generate 50MW
or greater of electricity for distribution in théage or municipality owned
grid system (net generator).

14



Comment:

Response:

Comment:

Response:

Comment:

Response:

For disbursement of mitigation fees, Miststaff should commit to work
with people who are already working on renewabkergy projects.

In order to achieve fair and equitablsbdisement of mitigation fees,
District staff is committed to develop disbursenyasiicies in an open and
transparent process where all stakeholders are eepkto provide input.

Over-regulation causes businesses to owvef state. The District should
not impose stringent conditions on power plants.

The District is charged with providingagier air and reducing emissions
in the South Coast Air Basin. While new EGFs wdutp reduce the
projected energy shortfall and are needed in thsilathe localized and
regional impacts from the EGF emissions cannotgmeied. PAR 1309.1
Is crafted to strike a balance between the energlyeconomic needs of the
region and the health impacts due to the emisdiams the EGFs.

The 635 MW limitation proposed in PAR 1308resented at the April 19

public workshop precludes large combined cycle poplants like the
Vernon Power Project from being built. It woulds@lencourage less
efficient simple cycle smaller plants.

After taking into consideration the commeeceived, District staff has
removed the 635 MW limitation and added a setrofgent conditions for
EGFs larger than 500 MW that are proposed to beaied in Zone 3 or
EJA.
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FIGURE 1
Three — Year Average (2003 — 2005) PM2.5 Concentrah Zones in SCAQMD
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FIGURE 2
Environmental Justice Areas in the SCAQMD
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ATTACHMENT 1

GUIDANCE DOCUMENT FOR RULE 1309.1
PM2.5 CONCENTRATION ZONE DETERMINATIONS

18



GUIDANCE DOCUMENT FOR RULE 1309.1

PM2.5 Concentration Zone Determinations

Introduction:

South Coast Air Quality Management District (AQMDBjaff proposed and the AQMD
Governing Board adopted amendments on Septeml2808, to provide a limited time window
for Electrical Generating Facilities (EGFs) to iatl credits from the Priority Reserve, provided
they demonstrate that the required offsets arereagonably available in the open market and
meet other eligibility criteria and requirements. adopting the amendments to Rule 1309.1, the
Board directed staff to develop additional requieats for EGF projects proposing to locate in
the more polluted areas within the District. Irspense to the Board directive, staff has
developed additional criteria for those EGF prgesgeking to purchase credits from the Priority
Reserve and proposing to locate in more pollutedsar

For the purpose of Rule 1309.1, AQMD is subdivid®d three geographic areas (zones) based
on PM2.5 exposure levels. Specifically, Zone 1ar] 3 are defined as the areas with an average
ambient PM2.5 concentration for years 2003 thra2@®6 of less than 18 pginbetween 18 and
20 pg/nt; and more than 20 pgfprespectively. Particulates and oxides of NitroggOx) are

the two most important pollutants released by EGMpost of the particulates released from
EGFs are expected to be in the fine particulate ABMfraction with regional and localized
impacts. NOx emissions released from EGFs dispeggenally contributing to the formation of
ozone downwind. Exposure to higher concentratadM2.5 is associated with adverse health
impacts that are a lot more serious compared tohdedth impacts from NOx and other
pollutants released by the power plants. Furthegntbe vast majority of the South Coast Basin
is in non-attainment with the federal and state PMM2andards and the attainment date for the
federal annual average standard is just a few yeeay (2014-2015). For the reasons described
above, the PM2.5 exposure level is used as thetkyion to subdivide the District into three
geographic zones and establish additional crindincentives to locate EGFs in less polluted
areas in an effort to minimize public exposure associated health impacts. The section below
details the procedure followed in establishing ¢hesncentration zones.

Process:

1. Data:
The data for this analysis is derived from datdectéd at AQMD monitoring stations for
the years 2003-2005 and from selected station®iefCalifornia Air Resources Board
(CARB) located outside the AQMD’s boundary. Fouhey locations, San Nicholas
Island, off San Clemente Island, Mojave Desert apper San Bernardino County were
added. Values for those locations were determye®iQMD modeling staff.
In addition, several datasets were used in theysisallhey included an AQMD boundary
shapefile and a polygon one kilometer grid fileet&tlata for all data and map shape files
is attached.

2. A point data file, consisting of the station dat@asvereated for the data.
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3. Using the Geostatistical Analyst extension for Ai8Ga surface layer was interpolated.
This process uses the Inverse Distance Weightingetmg method (see modeling
method properties). The model determined the grd fr the output and the resultant
layer was classified smart quantiles with 10 cles3éde surface layer was saved as a
Geostatistical Analyst layer file.

4. Using the Prediction Tool of Geostatistical Analgstvalue was predicted for each
polygon in the grid file.

5. The grid file was then clipped to the AQMD boundélyg and symbolized using three
classes.

Dataset Metadata files:

» fcMasterStationList_Data
a personal Geodatabase Feature Class. fcMasterfhiati Metadata.htm

e XinlkUTM27.shp
a shapefile; XinlkUTM27_Metadata.htm

*  PM25ik.shp
a shapefile combining the polygon grid and predid@®M 2.5 values from the
surface layer. pm251k_metadata.htm

Method Properties for Creation of Analysis Surface
Selected Method:Inverse Distance Weighting
Method Parameter(s):
Power: 2
Searching Neighborhood:
Neighbors to Include: 29 (include at least 29 )
Searching Ellipse:
Angle: 0
Major Semiaxis: 1.0128
Minor Semiaxis: 1.0128
Sector Mode: 0
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EXECUTIVE SUMMARY

While new electrical generating facilities (EGFayha steadily been coming on-line since
2001, the prospect of electrical power shortageSanthern California and the South
Coast Air Basin (Basin) in particular continues.acters contributing to potential
shortages in the Basin include increasing poweraseinthe retirement of some older
EGFs and limitations of the power grid system ilowaing the transfer of power from
northern California to southern California. Sitin§ approximately 2,500 megawatts
(MW) of new electrical power generation has beeoppsed in the Basin and in
downwind air basins. Projects have also been [@exgbthat are of regional significance,
such as the LNG terminal and the construction bkiiEenergy-related projects in the
ports. These projects are essential for maintgithe economic soundness of the region
even as growth continues to place severe poteiisands on the region’s increasing
energy needs. Increasing demand is also beingglac waste management in the region
as processing options become more constrained lwithations on landfills and
reluctance in investing in riskier unproven solofosuch as deep well injection and
gasification. Private and public/private partnetedsolids projects are one solution
proposed for addressing the waste management is&lieghese proposed projects will
require emissions offsets. At the same time tloerginues to be a shortage of emission
reduction credits (ERCs), specifically SOx, PM-1laCO in the open market. Staff
proposes that Rule 1309.1 be amended to providmited time window for electrical
generating and regionally significant projects titiae credits from the Priority Reserve,
provided they demonstrate that the required offsetsnot reasonably available in the
open market. These projects and non-public bidsglrocessing facilities would pay a
mitigation fee and adhere to certain other requeras of the rule, including a 1.2 to 1.0
offset ratio, in order to have access to offseimfthe Priority Reserve.

Electrical generating projects in downwind basirmild also be provided an opportunity
to purchase VOC credits for use in siting thesdifi@s. VOC credits obtained from the
Priority Reserve for downwind basin projects, sabjw certain conditions, may be
utilized to offset other criteria pollutant emisssoby use of the inter-pollutant credit
trading mechanism. Existing state law providestherinter-basin transfer of credits and
Proposed Amended Rule 1309.1 would incorporate st requirements into this inter-
basin use of Priority Reserve credits.

Staff is proposing that the definition of an ess#mublic service be amended to make
explicit that biosolids processing at exclusivebbficly owned and publicly operated
facilities are essential public services. Staffliso moving the definition of EGF from
Rule 1309.1 to Rule 1302.



BACKGROUND
Rule 1302 — Definitions

Rule 1302 defines terms and phrases used in Reguldl! (including Rule 1309.1).

The proposed amendment will move the definitioranfEGF to Rule 1302 from Rule
1309.1 and explicitly include in the definition efsential public services exclusively-
publicly owned and publicly operated biosolids m@eging facilities. Other new
definitions include Energy Projects of Regional rfigance (EPRS), Biosolids,

Biosolids Processing Facility and Wobbe Index aefinitions of the terms Offset Ratio,
Orphan Reduction and Orphan Shutdown used in PB £34SR Tracking. Proposed
Rule 1315 — NSR Tracking will be the subject okparate public hearing for adoption.

Rule 1309.1 — Priority Reserve

At the April 2001 Public Hearing, Rule 1309.1 —dPity Reserve was amended to allow
EGFs temporary access to the Priority Reserve taintsQ, CO and PM-10 credits.
California had been experiencing a shortage otmt#y for over a year with some Stage
3 shortages (power reserves of less than 1.5%)dlagy blackouts occurring in 2001,
and the demand for offsets in the open market eexbdhe available supply. To
accommodate EGFs access to the Priority Reserde wiaiintaining reasonable reserves
for other sources, particularly essential publivises, credits totaling 750 Ib/day of $O
and 6,000 Ib/day of CO were transferred into therRy Reserve from the AQMD’s New
Source Review (NSR) account exclusively for EGF. usecess by EGFs was subject to
certain criteria, including paying a non-refundalhtigation fee. Furthermore, the
amendments established that the Executive Offie@) (would be able to transfer up to
1,500 Ib/day of PM-10 credits into the Priority Bese from the NSR account after a
public meeting. The provisions regarding the tf@anand availability of credits to the
Priority Reserve for use exclusively by EGFs expi@n December 31, 2003. On
December 31, 2003 all credits previously transtemo the Priority Reserve or reserved
in the Priority Reserve for exclusive use by EGlesereither transferred or released back
to the District's NSR account.

The California Energy Commission (CEC) permitspailver projects rated at or above 50
megawatts. State regulations give sole permittnipority including local land use and
environmental regulations to the CEC. The CEC deegsiire that all power projects
meet all air quality regulations. For the AQMDetimain regulation affecting the
permitting of power projects is New Source Revidedulations Xl and XX). NSR
requires that all projects satisfy Best Availablen€ol Technology (BACT), modeling,
offset, and public notice requirements. One pa#ntproblematic area for power
projects in the Basin has been and continues tbtaning adequate offsets.



In accordance with state law, all emission increadsem new and modified facilities
must be offset. Under District rules most fa@tiwith a potential to emit of greater than
4 tons per year of SOx or PM-10 or 10 tons per yda€O are required to provide
external offsets. External offsets are almost gbva the form of ERCs. ERCs are
created through the shutdowns or over-control ot@sses. ERCs are only granted for
that portion of emissions which exceed current AQBIWBECT standards are not otherwise
required by rule, regulation, law, approved Air @yamanagement Plan Control
Measure, or the State Implementation Plan. Th€ [§Rneration procedures coupled
with the fact that stationary sources are relagiwgehall contributors to the Basin’s SOX,
CO, and PM-10 inventory, have been limiting factargenerating significant amounts of
ERCs.

In 2005, despite new EGF projects, California oagain experienced some Stage 2
shortages (power reserves down to 5%) and theaduttwr the foreseeable future is that

demand for electrical power will continue to ingea The increase in demand is due to
several factors including increased consumptionraticement of older EGFs. There are

also limits on the amount of electrical power tieah be imported into the southern

California region from northern California and Asiza due to bottlenecks in transmission

lines. New EGFs are needed in the local regiohe ffroposed amendments once again
provide new EGFs access to the Priority Reserveevinese proposed projects either do
not have or can not secure the needed offsetseoopdn market.

The proposed amended rule also extends the typa®jeicts that may qualify for access
to the Priority Reserve based on specific critariéhe rule. Projects added are, EGFs
Downwind of the District with a less severe noraminent status and energy projects
considered to be of regional significance. Majoergy projects necessary for the
economic vitality of the Basin are being proposedhéve access to the Priority Reserve.
These projects are of such significance that thexyamt special consideration to facilitate
siting. Also, private and public/private partnerbmsolids projects are essential to
mitigating the growing issue of waste managemerthénBasin. Staff proposes that the
Priority Reserve be used to facilitate these neg@de@cts.

PROPOSED AMENDMENTS TO RULE 1302 — DEFINITIONS and RULE 1309.1
— PRIORITY RESERVE

The proposed amendments to the rules are designedovide access to the Priority
Reserve for certain critical projects that meetgpmerequirements and that cannot secure
the needed offsets on the open market. Also, tendment explicitly lists exclusively-
publicly owned and operated biosolids processinglifi@s in the definition of an
essential public service and include definitiondiofisolids, biosolids processing facility,
an EGF, EPRS, Wobbe Index, Offset Ratio, OrphanuBtemh and Orphan Shutdown.
Specifically, the amendments are summarized asvist|



Proposed Amendments to 1302 — Definitions

1.

The current definition of an EGF is moved for adistiative purposes from Rule
1309.1 to Rule 1302. An EGEF is a facility that gextes electricity for its own use
and is less than 10 Megawatts (MW); or for a facilithin the Basin less than 50
Megawatts (MW) that generates not less than 30%s @lectricity to pump water

to maintain the integrity of the surface elevatmna municipality or significant

portion thereof; or is a facility that generatescilicity for distribution in the state
grid system (net generator).

Biosolids are defined as the nutrient-rich orgamaterial resulting from the
treatment of sewage sludge.

Biosolids Processing Facility means an operatioat tfurther treats solids
generated from wastewater treatment occurring ekaly in the District. To
ensure that wastewater treatment solids will natigorted from other regions for
processing, the Permit to Construct and Operateinglude conditions limiting
the operation to the use of only those wastewatédss generated from water
treatment in the Basin. Biosolids processing f@ed may be publicly owned and
operated, private or a public/private partnershifmwever, different requirements
apply for the exclusively-publicly owned and publioperated operations.

Electrical Generating Facility previously describedRule 1309.1 is moved to
Rule 1302 as a definition and also includes mualdips generating electrical
power for use by their own residents as a net geoer

Energy Projects of Regional Significance (EPRS) dedined as projects of
regional impact to enhance the import supply inDirict of crude oil or natural
gas with a Wobbe Index of no more than 1360 (measat the point that the
natural gas enters the distribution system) antdatasized no less than 150,000
barrels per day per project or 250 million cubietfef natural gas per day per
project. Such regional projects will be limitedtBG and crude oil projects and
that are also anticipated to increase the volundeflaw of such products into the
region appreciably, hence the minimum project siequirements. Electrical
power generation is increasingly being achievethkbyuse of natural gas, which is
largely imported into the region. It is anticipdtéhat increasing the flow and
volume of such products into the Basin will helfeakte any potential electrical
power and other projected energy shortages andes@ss the same goals as
allowing EGFs access to the Priority Reserve.

Exclusively-publicly owned and publicly operatedsnlids treatment facilities are
explicitly added to the definition of an essenpablic service and are an essential



alternative to other forms of waste disposal. Mmste management approach is
becoming increasing popular as other alternatives s landfills decline. This
amendment addresses the issue that this form déwasnagement is anticipated
to increase into the future. Biosolids processalgng place at publicly owned or
operated sewage treatment facilities are alreadyered as sewage treatment
facilities and are currently classified as essémilic services. Exclusively-
publicly owned and publicly operated biosolids @tens not located at sewage
treatment facilities receiving credits under PAR093 as an essential public
service will have their Permit to Construct and pe conditioned to ensure
ownership exclusive and operation as a public agenPublic facilities that
become non-public will require new permits. Prevahd public/private biosolids
processing facilities including public facilitieeat become non-public may have
access to Priority Reserve credits provided thegtrige requirements including
payment of mitigation fees and an offset ratio @ftb 1.0.

7. The following terms used in Proposed Rule 1315 -RNacking are defined:
“Offset Ratio” means the ratio of the quantity dfset credits provided (in pounds
per day) to offset an increase in potential emissito the magnitude of the
increase in potential emissions (in pounds per;d&@)phan Reduction” means
any reduction in actual emissions from a permitsedirce within the AQMD
resulting from a physical change to the sourceana/change to the method of
operation of the source provided the change igctdtl in a revised permit for the
source and provided such reduction is not otherwag@ired by rule, regulation,
law, approved Air Quality Management Plan Controkddure, or the State
Implementation Plan and does not result in issuasfcan ERC and “Orphan
Shutdown” means any reduction in actual emissignsnfa permitted source
within the AQMD resulting from removal of the soardrom service and
inactivation of the permit without subsequent retesment of such permit
provided such reduction is not otherwise required rble, regulation, law,
approved Air Quality Management Plan Control Measuor the State
Implementation Plan and does not result in issuahes ERC.

8. Wobbe Index is the higher heating value of a gasldd by the square root of its
specific gravity, expressed in units of BTU pemstard cubic foot. Qualifying
EPRS that increase the import supply of natural igaghe District, cannot
introduce natural gas into the distribution systeith a Wobbe Index greater than
1360.

Overview of Proposed Amendments to Rule 1309.1 —iBrity Reserve

1. The reference to Sulfur Dioxide ($Cn the rule is more accurately amended to
Sulfur Oxides (SOx).



2. Currently the rule specifies that funding of théoRty Reserve shall be quarterly
“or other schedule deemed practicable by the (EOJlesignee”. Emphasis is
provided by new language that this includes suspensy the EO of transfers
from the District’'s NSR account if the credits a@ available, and resume when
the EO determines sufficient credits are availdbtetransfer from the District’s
NSR account.

3. The following new source types that have filed mplete application in calendar
years 2005, 2006, 2007 or 2008 are proposed aiblelitpr access to Priority
Reserve:

a. Electrical Generating Facilities - which are cuthg@ single category will
be split into two new categories “in-Basin EGF” ditlGF in Downwind
Air Basins”. Qualified in-Basin EGFs may only drainom available
Priority Reserve SOx, PM-10 and CO credits subjectpaying the
appropriate mitigation fee, a 1.2 to 1.0 offseiorahd complying with other
requirements. In-Basin EGFs that submitted a cetagdhitial Application
for Certification with the CEC or a complete permiplication in calendar
years 2000 through 2003 pay the mitigation feesefiiect in the rule
adopted May 3, 2002. In-Basin EFGs that submitoepdete Initial
Application for Certification or a complete applica for a permit in
calendar years 2005, 2006, 2007 or 2008 must paigation fees of
$50,417, $15,033 or $12,000 per pound for PM-10,x Simvd CO
respectively and the above mitigation fees arestadjusted annually by the
California Consumer Price Index for applicationdrsitted in 2006, 2007
and 2008. Qualified EGFs in Downwind Air Basinsynmaly draw from
the available pool of Priority Reserve VOC creddad must meet
California Health and Safety Code requirementsiftar-basin trading.

b. Energy Projects of Regional Significance (EPRShicl are energy related
projects that enhance the supply of natural gagwe oil in the Basin as
defined in Rule 1302. Qualified EPRS may only driram available
Priority Reserve SOx, PM-10 and CO credits subjectpaying the
appropriate mitigation fee, a 1.2 to 1.0 offseioraind complying with
other requirements. Energy projects located inGbastal Waters adjacent
to the AQMD that are subject to federal permittreguirements and meet
all other requirements that an on-shore EPRS must will qualify to
draw credits provided the applicant submits aniapfbn to the Executive
Officer at the time applications are filed for fealgpermits.

4. The proposed amendments to Rule 1302 explicitly bi®solids processing
facilities that are exclusively-publicly owned apdblicly operated as essential



public services. Biosolids processing facilitieaymalso be privately owned or
operated or may be a public/private partnershiphesé non-public biosolids
processing facilities may be eligible for PriorRgserve Credits. Qualifying non-
public biosolids facilities may only draw from theevailable pool of Priority
Reserve SOx, PM-10 and CO credits subject to payiagappropriate mitigation
fee, a 1.2 to 1.0 offset ratio, and complying wiith same requirements as publicly
owned and operated biosolids facilities. If anlesiwely-publicly owned and
publicly operated biosolids processing facility ®es to be publicly owned and
operated and becomes a non-public facility, thdiegumt must provide offsets at a
1.2 to 1.0 ratio and pay the mitigation fee in effat the time of conversion or
surrender an equivalent amount of offset credits.

. The provision requiring the transfer of Carbon Mxide (CO) into the Priority

Reserve account, for use exclusively by EGFs, onatime basis is eliminated,
however qualifying EGFs and EPRS may have accesgaitable Priority Reserve
CO credits. Access to CO credits similar to SOxd &M-10 credits will be

contingent on the availability of credits in thesPict's NSR account.

. Rule 1309.1 as adopted on May 3, 2002 establispedifs&c requirements for

EGFs in addition to the mitigation fees, and th2 th 1.0 offset ratio of this

proposal. Several of these additional requiremeamés also applicable in this
proposal to both the in-Basin EGFs and the EPRBesé& requirements include
that the facility use BARCT for all existing souscemitting the same air
contaminant at the facility, that all sources undemmon ownership within the

AQMD are in compliance with AQMD requirements, #ygplicant conducts a due
diligence effort for offsets prior to seeking PriprReserve credits up to the point
Priority Reserve credits are issued and the soisrdelly operational at rated

capacity within three years of the latter of PertaitConstruct issuance or initial
California Energy Commission certification. Thephgant may seek an extension
of the three years from the AQMD Governing Board iE demonstrated that the
extension is necessary due to circumstances beayenceasonable control of the
applicant. The AQMD Governing Board may grant atemsion based on the
evidence presented at a duly noticed public heaimthe extension request.

. Additional requirements in the May 3, 2002 versanRule 1309.1 that applied

exclusively to EGFs and maintained in this proposelude that the EGFs enter
into a long-term (at least one year) contract hil State of California to sell at
least 50% of the portion of the power which it lygserated using the Priority
Reserve credits, provided the EO determines atittiie of permitting, and based
on consultation with State power agencies, thatsthge of California is entering

into such long-term contracts and that a needdoh £ontracts exists at the time
of permitting, if the facility is a net generatdhié subsection does not apply to



municipal utilities or joint powers authorities)n addition, the in-Basin EGF that
submitted complete permit applications in 2000 uigio 2003, must comply with
all terms and conditions in any EO order, whethggired or not, relating to the
EGFs access of Priority Reserve credits, whethar stedits are used or not.

8. EGFs that filed a complete application prior toecalar year 2004 may access the
Priority Reserve for CO, SOx, and/or PM-10 credits allowed when the
December 6, 2002 amendment to Rule 1309.1 wasfactef In that amendment
EGF projects were limited to a maximum combinedltdraw of 750 lbs/day for
SOx and 6,000 Ibs/day for CO. In-Basin EGFs thetlfa complete application in
calendar year 2005 or file in 2006, 2007 or 200% macess the Priority Reserve
for SOx, PM-10, and CO credits to the extent they available in the Priority
Reserve subject to the set aside amounts resexetusizely for essential public
services.

9. Access to Priority Reserve credits for qualifyingojpcts except EGFs in
downwind air basins, shall be prioritized basedlmearliest date that the permit
to construct is to be issued. Access to the Ryi®eserve for EGFs in downwind
air basins is based on the date the written reqoeasiceive credits is received by
the Executive Officer.

10.Based on imminent public health or safety needartdgss of date of application
submitted, the EO, may determine specific projeatripy. Previously the rule
required the AQMD Governing Board to make this dateation.

11.A set-aside total of 400 pounds per day of PM-1 Bounds per day of CO and
200 pounds per day of SOx is exclusively resen@duse by essential public
services each calendar year to ensure creditbevaivailable to them.

12.The paragraph limiting EGFs to a total of 750 paupédr day of SOx and 6000
pounds per day of CO has been deleted. Subjetttetset-asides reserved for
essential public services, in-Basin EGFs, applyn2005 through 2008, may have
access to PM-10, SOx and CO credits to the extesy are available in the
Priority Reserve.

13.The EO shall monitor the PM-10, CO and SOx balanceabe Priority Reserve
and in the event the balance of PM-10, CO or SQasis than 500 pounds per day
or there is a project that will reduce the cretbttess then 500 Ibs/day the EO may
transfer up to 1,500 pounds per day of PM-10, CS@k to the Priority Reserve
after it is determined the credits are availabterfithe District's NSR account. A
public hearing is not necessary for this transféhe amounts to be transferred
should be sufficient based upon past experienceusojdcted demand.



14.0Offset credits obtained from the Priority Resermd ased in the District may not
be used to generate interpollutant credits.

15.The subdivision addressing California Health ante§aCode 842314.2 has been
deleted since this provision is no longer applieabl

16.A new subdivision has been added addressing mamgéees and these fees will
be dependant upon the date the complete applicatsubmitted and if it is an out
of the Basin EGF. EGFs with complete applicatiblesl in 2000, 2001, 2002 or
2003 will pay the mitigation fees in effect whenl®W309.1 was amended in
2001, of $25,000, $8,900 or $12,000 per pound pgral PM-10, SOx and CO
respectively. An in-Basin EGF or an EPRS thatdfila complete Initial
Application for Certification to the CEC or a corap@ permit application with the
AQMD in Calendar years 2005, 2006, 2007 or 2008 aod-public biosolids
processing facilities will pay mitigation fees d®%417, $15,083 and $12,000 per
pound per day of PM-10, SOx and CO respectivelyre mitigation fee for an
EGF in a downwind air basin is $1,410 per pounddasrof VOC. The proposed
mitigation fees for PM-10 and SOx are based omthighted average cost of ERC
transactions for calendar year 2005. The propostgdation fee for VOC is based
on the weighted average of ERC transactions frof2 28rough 2005 since that
period is more representative of recent market tsvien that air contaminant. The
weighted average was then adjusted by an additibnpércent to recover the
internal cost of additional administrative effort&ecause of the scarcity of CO
credits, staff recommends maintaining the initidigation fee for CO at $12,000
per pound per day as the most representative lfqualifying years. Furthermore,
all the mitigation fee rates will be adjusted eaelar on July 1, by an amount
equivalent to the change in the California ConsuRme Index for the previous
calendar year, beginning in July 2007.

17.A refund of 80 percent of mitigation fees up to admum non-refundable amount
of two million dollars ($2,000,000) per project, &k the project is cancelled for
in-Basin EGFs and EPRS that filed complete perppiieations for which credits
were sought in 2005, 2006, 2007 or 2008, and ndmigiiosolids processing
facilities may be granted under certain circumstandescribed below. This
refund provision is a new provision that was notikble under the 2002
amendment but has been incorporated into this amentdin response to the
comments received that a project may not go throlaghlegitimate reasons,
beyond the control of the project proponent. The-refundable portion of the
mitigation fee is designed to provide, primarily, désincentive to adversely
impacting the availability of credits to legitimagteojects by applying with projects
that are not genuine. It is believed that the @2,000 maximum is a sufficient
deterrent. Potential projects include: retrofgtisiesel powered school buses with



particulate traps or oxidation catalysts (NOx, VORM-10), replacement of
existing diesel school buses with new alternativedd school buses i.e. CNG
engines (NOx, PM-10), re-powering of off-road heauyy diesel equipment with
new lower-emission diesel engines and with pamieultraps (PM-10, NOX),
replacing portable diesel generators with micrditugs (PM-10, NOXx), providing
low-sulfur diesel fuel to local locomotives (SOxMAO0), expanding LNG
refueling infrastructure (NOx, PM-10, SOx). Additial programs and projects
designed to reduce emissions include: purchaseualf dells and electrification
usage with ships at the dock (all pollutants), aféting other diesel mobile
sources with particulate traps or oxidation cataly®M-10, NOx), conversion of
other diesel engines to alternative fuels (PM-10xNSOx), conversion of lawn
and garden equipment to battery and electric opagréflOx, PM-10, VOC, CO)
and demonstration or deployment of new emissionagied technology. The 20
percent fee is required to discourage a cancellatib offsets reserved and to
ensure that air quality improvement projects camdeetified and developed prior
to or as close as practicable to the operatioh®@BGF. By not assessing this fee,
an unacceptable level of uncertainty is imposed Wauld inhibit these monies
from being spent and thereby delay air quality iovement.

A refund is not authorized for EGFs that filed p#rapplications in 2000, 2001,
2002 or 2003 and EGFs in a downwind air basin.eféind also is not authorized
for the purchase of excess Priority Reserve credits

A written request for a refund explaining the reesor the project cancellation
must be submitted to the Executive Officer withimeoyear from the purchase of
the Priority Reserve credits, demonstrating thecebation is beyond the

reasonable control of the applicant. The Execut®f@icer must receive the

written request no later than 30 days after thgeptaancellation.

The credits that are the subject of the refund mellreturned to the District's NSR
account.



CURRENT ESTIMATED DEMAND FOR OFFSETS

Estimated Emission Credits to be Withdrawn from Priority Reserve

PM10 SOx VOC CcO NOx
(Ibs/day) (Ibs/day) (Ibs/day) (Ibs/day) (Ibs/day)
In-Basin EGFs: 3,585 365 - 8,203
(2000MW Projects)
Energy Projects 200 1,114 -- 417
Out-of-Basin EGFs -- -- <5500 --
Biosolids projects 40 -- 904 207 41
(present to 2010)
Biosolids Projects 22 -- 491 113 22
(2010 to 2020)
TOTAL 3,825 1,479 6,404 8,827 41
(before 2010
TOTAL 22 -- 491 113 22
(after 2010)

(Source: Based on SCAQMD’s Federal Offset Accoumtig Balance, Table 1; SCAQMD Governing Board
Agenda Item 25, April 2, 2004)

CEQA ANALYSIS

AQMD staff has reviewed the proposed amended R80(®.1 pursuant to state CEQA
Guidelines 815002 (k)(3) and an Initial Study (M&s prepared, pursuant to CEQA
Guidelines 815063, and along with the Notice ofpration (NOP), pursuant to CEQA
Guidelines 815082, circulated for a 30-day pubkwiew and comment period from
February 16, 2006 to March 17, 2006. The IS/NORckaled the proposed amendments
could result in a potential significant adverse @urality impact if the mitigation fee
collected to fund emission reduction projects iahla to produce emission reductions an
amount equal to the amount of credits used by nehdyble projects. In addition, this
potential shortfall of emission reductions may edctére AQMD’s PM-10, SOx and CO
daily operational significance thresholds. A Draftvironmental Assessment (EA) has
been prepared to further analyze the adverse alitgjumpact from the proposed project,
as well as from alternatives to the project. Nbeotenvironmental topic area is
considered to have an adverse impact as a resuhleoproposed project. Six public
comment letters were received on the IS/NOP angbreses to the comment letters were
included in the Draft EA. The Draft EA was circidd for a 45-day public review and
comment period from June 30, 2006 to August 156200




SOCIO-ECONOMIC IMPACTS

A socioeconomic analysis of the amendments to RGE2 and Rule 1309.1 has been
performed and is included as an attachment to dadletter recommending adoption of

the proposal. The socioeconomic impacts associaitdthe CEQA alternatives have
also be analyzed.

AQMP AND LEGAL MANDATES

The California Health and Safety Code requires AlgMD to adopt an Air Quality
Management Plan (AQMP) to meet state and federhlearair quality standards in the
South Coast Air Basin. In addition, the Califorilaalth and Safety Code requires that
the AQMD adopt rules and regulations that carrytbatobjectives of the AQMP. While
Proposed Amended Rule 1309.1 is not a control meascluded in the AQMP, its
requirements are consistent with the AQMP objestive

RESOURCE IMPACTS

The proposed amendments are not anticipated to hasggnificant impact on staff
resources.



Comment:

Response:

Comment:

Response:

COMMENTS AND RESPONSE TO COMMENTS

The “due diligence” provision should be eliminatedspecify a cut-off or

final due date. EGFs need to have certainty régauttie price and timing of
offset purchases from the Priority Reserve. Algo,order to obtain

California Energy Commission (CEC) approval EGFsthidemonstrate that
they have the required project offsets.

EGFs and EPRS are required to demonstrate thathtiney conducted a due
diligence by the earliest date practicable andaughé time the credits are
purchased from the Priority Reserve. This is nesmgsto ensure the priority
reserve is a “bank of last resort”. This does pEclude facilities from
continuing to seek out a more cost-effective sowteffsets up until the
time the offsets for the project must be in plabewever due to the
potentially limited supply of offsets from the Pity Reserve and to maintain
equity the offsets are made available on a firshedirst serve basis. It is
staffs understanding also that the CEC which mashse all power projects
greater than 50 megawatts only requires that theipated source of credits
be identified but that there is no requirement awenthe credits on hand at
the time an application is filed. They do needtovide the credits at the
time CEC issues its approval of the license.

The requirement for EGFs or EPRS to be on-lindiwiB years from the date
of initial application is too aggressive.

There are a limited number of Priority Reserve effisredits available. The
goal of the proposed amendments allowing EGFs dPd3access to the
Priority Reserve for offsets is to expedite the starction and operation of
new power generation or energy capacity as quiaklyossible in order to
mitigate the anticipated shortage of power in tharrfuture. The three year
term in the current rule is intended to promote rgemeration and other
energy projects to come on line at the soonestiljesdate. The three year
term does not commence by the initial permit agioe date but rather from
the issuance of a Permit to Construct or an initlifornia Energy
Commission certification, whichever is later. Fgrmore, the applicant can
seek an extension from the AQMD Governing Boardbethe initial three-
year period, provided it is demonstrated to be ssmg due to the
circumstances beyond the reasonable control cdpécant.



Comment:

Response:

Comment:

Response:

Comment:

Response:

In the event that the actual operating emissioois fa EGF project are less
than the expected emissions EGFs should be abkeltosurplus offsets
obtained from the Priority Reserve back to theyidReserve.

The scarcity of available offsets and the poterdahmitment of mitigation
fees to projects would not make a sell back of lssrredits feasible.
Mitigation fees are used to fund emission reductoojects. To allow a
refund for up to several years after the credigspurchased will require the
AQMD to wait those same several years to fund aonsgeduction projects
with the fees or risk providing a refund when teed have already been spent
on emission reduction projects. Neither optiomdseptable. Furthermore,
permits are issued for the potential to emit as ospd to actual
equipment/facility emissions.

The state is not currently entering into long t@wentracts for the purchase of
electrical power. This language should be remdvedh the rule. If not
removed it should be clear the requirement applidgto net generators.

The specific language in the rule reads “enters antong-term (at least one
year) contract with the State of California to sllleast 50% of the portion
of the power which it has generated using the Ryidteserve credits and
provided the EO determines at the time of perngitimnd based on
consultation with State power agencies, that tate sif California is entering
into such long-term contracts” and also only if rfeed for such contracts
exists at the time of permitting”. If the statenist entering into contracts or
there is no need, the Executive Officer will najuge a contract. However,
the option should remain if the state does staenter into such contracts in
the future. The requirement applies only to netegators.

EGFs and EPRS will typically require much largeiagtities of offsets as
compared to other facilities. The mitigation fdeged to EGFs for offsets
from the Priority Reserve should be set a priceelotihan that of privately
traded ERCs sold in the open market.

Staff has assessed various pricing mechanisms dtimg the price of
mitigation fee offsets. There must, however, beitggn the price paid by
facilities accessing the Priority Reserve. Stadf ldetermined that a sales
weighted average price is a reasonable approaclestdblishing the
mitigation fee level. In addition, the Priority $&ve mitigation fee is
intended to encourage use of Priority Reserve tffae a last resort. If other
facilities have recently paid a higher price for Robtained in the open
market it would not be either equitable or a disime/e to open up access to



Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

the Priority Reserve for EGFs at a mitigation fegcdunted from market
ERC prices.

WOBBE Index is not defined.
A definition of WOBBE Index has been added to RLB62.

EPRS located in Southern California Coastal Watetae Outer Continental
Shelf Waters should be eligible for credits frora ®riority Reserve.

Projects in Coastal Waters are federally permisiegrces. Such sources in
these waters immediately adjacent to the AQMD baued are to be treated
the same as similar on-shore facilities for acdesshe Priority Reserve
provided they also submit an application to the AQMLanguage has been
added to PR 1309.1 to clarify this.

Staff should confirm the quantity of credits mameilable to the priority
reserve and that the amount of credits is sufftdi@nall requesting projects.

Staff has identified the quantity of credits reedirfor known potential
projects and anticipates sufficient credits willdailable for these and some
unanticipated projects. Staff cannot guarantee dredits will be available
for all unanticipated future projects. Accessipilio the Priority Reserve is
contingent only to the extent the Executive Offidetermines that sufficient
credits are maintained in the District's NSR acdoun

Only certain EGF projects are required to file dertification from the CEC.
It should be clear that Rule 1309.1 does not regsiich a filing if it is not
required.

Projects less than 50 megawatts do not require €i@ication. There is no
requirement in PAR 1309.1 that requires such ptejdde for CEC
certification nor was it staff's intent to requse.

The deadline for filing applications for EGFs @BBRS should be extended
beyond 2007.

There are a limited number of Priority Reserve itsedvailable. The

proposed amendments allowing EGF and EPRS pr@ectss to the Priority
Reserve and limitation on submittal is to promatestruction and operation
as quickly as possible in order to mitigate thacgpdted energy shortage in



Comment:

Response:

Comment:

Response:

Comment:

Response:

the near future. The power shortage has beengbedj¢o continue through
2010. PAR 1309.1 has been amended to extend lthg fieriod through
2008. This would allow additional time for projestibmittal and still result
In most projects coming on line by 2010. In adudhtistaff will commit to
language in the adopting resolution to monitor tstatus of project
installation and report back to the Board if aneaeston of the 2008 date is
appropriate.

EPRS, in-Basin EGFs and non-public biosolids pssitey facilities should
not be required to purchase credits from the Ryidteserve at a 1.2 to 1.0
offset ratio.

The 1.2 to 1.0 offset ratio for these privately ednand operated projects
establishes equity with all other projects that nausjuire offsets on the open
market at 1.2 to 1.0 offset ratios. Besides, imaiestrating the equivalency
of its NSR program to the Federal NSR requiremeh@\MD is required to
debit its NSR account an offset ratio of 1.2 tofbiOsuch sources.

For an EGF constructed at an existing sourcejfglénat the “existing

sources” which must meet BARCT in order to acchkedriority Reserve are
limited to sources directly related to the produowtiof electricity at the
subject facility.

The Priority Reserve is intended to be a “bankast resort”. The BARCT
retrofit requirement is intended to apply to allgunent or operations at the
existing facility that emit the same air contamitsaas those requested from
the Priority Reserve, not just those directly mdato the production of the
electricity.

Clarify that the prohibition of credit transfer @ not apply if the project is
transferred to another location provided thereoisanchange of operator.

Permits to Construct are not transferable from logation to another. The
Permit to Construct at the old location would benasdled and a new

application for a Permit to Construct would be tegg for the new location.

The project proponent may be eligible for a partigiund for purchased

credits if the requirements for refund in PAR 1308ce met. The project for
the new location would be placed in the Prioritys&®e queue as indicated
in PAR 1309.1.



Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

Clarify that a change of operator or name chanijenat affect position of
an application in the Priority Reserve queue.

A name change will not affect the application farmit to Construct and
therefore will not affect position in the queue. cAange of operator prior to
issuance of a Permit to Construct and commencewofeabnstruction will
result in cancellation of the application for a fAgrto Construct. A new
application for Priority Reserve credits and a Remm Construct will be
required from the new operator. Position in thewy except for EGFs in a
downwind air basin, will be based upon the dateReemit to Construct is to
be issued.

Clarify that submittal of additional applicatiofs a project will not affect
the position in the Priority Reserve queue of otpesviously submitted
applications for the same project.

Position in the Priority Reserve queue, exceptE@Fs in downwind air
basins is based upon the date the Permit to Camssuo be issued. The
position in the queue for the additional applicasiawvill be based upon the
date their Permits to Construct are to be issued.

Projects located in downwind air basins shoulcelgible for access to the
Priority Reserve.

PAR 1309.1 allows limited access to VOC creditsdownwind air basin
under certain circumstances.

The required approval of the credit transfer by 8CAQMD for the joint
power project with the cities of Victorville and IRalale should occur
simultaneously with the adoption of the amendmeot®Rules 1309.1 and
1302.

The amendment to the rules and the transfer ofitsréd the downwind

districts are two separate and distinct actionsoalgh the credit transfer is
dependent upon the Board approval of the amendnterf&iles 1302 and
1309.1. The suggestion for concurrent approvdl lvél considered by staff,
however it is the Governing Board that ultimateftetmines what and when
items are to be placed on their Board meeting amgendAR 1309.1 also
authorizes the delegation of the authority to tikeddtive Officer to transfer



Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

the credits, if the Board so desires, but the Bdaad not delegated this
authority.

The due diligence requirement should be elimindedEGFs in downwind
air basins or if not, limited to evaluating offsatailability in the downwind
air basin, not in the AQMD.

The due diligence effort is intended to includesarsh for offsets of the same
air contaminant in the air basin where the projedb be located. It is not
intended to require a search for interpollutant ioter-basin offsets.
Therefore, the due diligence for an EGF in a dowglair basin is limited to
evaluating offset availability in that same airibasDue diligence is required
to ensure the Priority Reserve remains a “banksifriesort”.

The 1.2 to 1.0 offset ratio should not apply tedits requested by an EGF in
a downwind air basin. The quantity of credits ieegh should be determined
by the downwind air district.

A provision to subdivision (c) of PAR 1309.1, haseh added stating the
offset ratio for a project in a downwind air bass determined by the
downwind air district.

Since the AQMD does not receive permit applicaitor EGFs in downwind
air basins, the prioritization for these projedisidd be based upon the date
the Executive Office receives the written requestci#fied in PAR 1309.1
(b)(6)(F).

Paragraph (f)(1) of PAR 1309.1 has been amendedreftect that
prioritization for projects in downwind air basiissbased upon receipt of the
written request for credits in subparagraph (b%)(However, it should be
noted that to qualify for access to the Prioritys®w®e, the applicant must

certify to the Executive Officer that a completeplgation has been filed
with the downwind basin district.

Clarify whether the 1,000 tons per year of VOCda=e for EGFs in
downwind air basins is the maximum amount for timtire life of the
program or the annual allocation for each yeahefgrogram.

The 1,000 tons per year of VOC credits for downwaid basins is the
maximum amount for the entire life of the program.



Comment:

Response:

Comment:

Response:

Comment:

Response:

The refund cancellation fee should be limited tmaximum of $1,000,000
since this amount should be a sufficient deterf@n$peculative projects.

Although the non-refundable fee provides a disitigento adversely

affecting credit availability to legitimate projedby applying for projects that
are not genuine, it also recovers the adminiseatests incurred by the
AQMD for the refund, including recovering fundingrfclean air projects

approved and funded with mitigation fees. Baseohufpe magnitude of the
proposed projects and the cost of credits the sigddimit amount may not
be sufficient to recover a significant portion bétclean air project cost for a
typical EGF project. However, a cap of two milliolollars ($2,000,000)

should be sufficient and language has been addedflect a cap of two

million dollars ($2,000,000).

The option of requesting a refund due to cangetiadf a project prior to the

issuance of the Permit to Construct is of littldueasince the purchase of
Priority Reserve credits generally occurs at threetthe Permit to Construct is
iIssued.

The applicant purchases the credits at the tim@#mmit to Construct is to be
issued. This language has been removed from tpopal.

The requirement for a project cancellation to dae“ to circumstances that
the Executive Officer determines is beyond the arable control” in order
to receive a mitigation fee refund should be délestiace it is vague and may
not cover all legitimate reasons for cancellations;h as bankruptcy. The
refund discount is a sufficient deterrent to calatein of a project for
anything other than compelling reasons.

Since the full costs for clean air projects apptbaead funded with mitigation
fees may not be recovered in the event of a progactcellation it is

incumbent upon the Executive Officer to ensureghgect is cancelled for
compelling reasons. Those reasons are specifan tmdividual case and a
complete list of circumstances and reasons camasonably be included in
rule text. There may be circumstances in whichr@gept bankruptcy is

beyond the reasonable control of the applicant.



Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

Explain the meaning of the requirement that an Eply with all
conditions of any Executive Order, expired or ifot, relates to access to the
Priority Reserve whether credits are used or not.

This is language retained from the current rulé thay apply to EGFs that
filed applications from 2000 through 2003, whenréhavere Executive
Orders in effect that have since expired. Permit€onstruct under those
orders may include conditions subject to the ordiéuast would remain
applicable until the EGF is fully operational andParmit to Operate is
issued. Language has been added to PAR 1309.larity ¢his provision
applies only to complete applications filed fron02@hrough 2003.

Non-essential public service biosolids procesdauiities should also have
access to the Priority Reserve.

The proposal has been amended to clarify that iaéolids processing
facilities may have access to the Priority Reseavel, the term non-essential
public service biosolids processing facility hasemeremoved from the
proposal. The proposal now distinguishes betweerlusively-publicly
owned and publicly operated and non-public faesitithat difference being
the non-public facilities are to pay mitigation $eend are subject to the 1.2 to
1.0 offset ratio.

Privately owned biosolids processing facilitiesodld have the same
requirements in 1309.1 as public facilities.

Just as EGFs and EPRS, including all those thatoarnerofit operations are
required to pay mitigation fees for Priority Resepnredits and be subject to a
1.2 to 1.0 offset ratio, so should for profit bibde processing facilities.
This provides a level playing field with other fprofit facilities seeking
credits from the Priority Reserve as well as thibsé¢ must seek offsets in the
open marketplace.

It should be clarified that non-essential pub&cvice biosolids facilities with
a potential to emit of less than 4 tons per yeamdbhave to access the
priority reserve and should modifications cause emteedance of that
threshold, access to the priority reserve wouldraated.

No new or modified source, including biosolids @esing facilities, with a
potential to emit of less than 4 tons per yeareguired to provide offsets.
The term non-essential public service biosolidscessing facility has been
removed from the rule and replaced with the morscdptive term of non-



Comment:
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Comment:

Response:

Comment:

Response:

Comment:

public biosolids processing facility. Non-publiacilities with a potential to
emit greater than 4 tons per year may receive tsrddom the Priority
Reserve provided they meet the requirements in RA8B9.1, including
payment of mitigation fees and a 1.2 to 1.0 offa&b.

The terms “owner and operator” and “applicant” ased interchangeably.

For clarity the proposal has been modified to use term applicant
throughout, except to appropriately distinguishwgetn exclusively-publicly
owned and publicly operated and non-public biosotitbcessing facilities.

Rule 1309.1 establishes a set aside of PM10, @®,SDx exclusively for
essential public services. The set aside shosatdiatlude VOC and NOXx.

The set aside of PM10, CO and SOx credits forresdgublic services was
established to ensure that the additional demandguoh credits by EGFs
would not jeopardize the supply of credits for esisé public service
projects. However, since in-Basin EGFs and EPR®a@ohave access to
Priority Reserve VOC and NOXx credits, they do ndteasely impact the
supply, of such credits. EGFs in downwind air badiave access only to a
specific limited amount of VOC credits. Therefoeeset aside specifically
for essential public services for VOC and NOXx is mecessary.

Is the CPI the best index to use to track thee@se in cost of Priority
Reserve Credits.

The initial cost of credits is established by agheid average of previous
transactions and is adjusted annually by the GFiken the limited number
of years of access to the Priority Reserve by E&TSEPRS, this reflects an
equitable pricing structure without the complexiy a strictly cost of
previous transaction approach. Non-public biosofitbcessing facilities pay
mitigation fees as well and do not have a termtloni access to the Priority
Reserve. Staff will continue to monitor use of Prority Reserve by these
facilities and in the event the term is extendadBGFs and EPRS consider
pricing mechanisms that ensure the Priority Reseewaains a “last resort”
source of offset credits.

Rule 1309.1 should be amended to clarify how RyidReserve credits are
tracked.



Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

Staff is currently developing a credit tracking eruto be included in
Regulation Xlll. The tracking mechanism for PrigiReserve credits will be
addressed by that rule development.

The requirement for providing all offsets availbior essential public
services should be clarified so that it applieSriternal” offsets. In addition,

it should be clarified that “all existing sourcas’the requirement for EGFs
applies to these sources at the same facility.

Language has been added to make these clarifisation

In those instances where the Executive Officer tnapgprove actions or
proposals of the applicant, the basis or criteoathe decision should be
included.

Language has been added to identify the basishierBxecutive Officer or
Governing Board action.

Facilities should maintain records of all credistained from the Priority
Reserve.

Rule 1309.1 requires facilities to maintain thealdmce of Priority Reserve
credits. In addition, the AQMD maintains recordsatl Priority Reserve
transactions and balances. Additional record kepjsi not necessary.

The Executive Officer maintains the balance of PO)-CO and SOx credits
and transfers credits to the Priority Reserve dessary. The frequency of
monitoring and where the credits are transferrethfshould be clarified.

The AQMD maintains a record of all Priority Resertransactions and

balances including the balance of the Priority Rese When the Priority

Reserve balance for PM-10, CO or SOx falls to tkas 500 pounds per day,
PAR 1309.1 language allows the Executive Officetréamsfer credits to the
Priority Reserve from the District's NSR accountrédits are available from
the District's NSR account.

Comments and the Response to Comments subsequentthe June 28, 2006 Public

Workshop



Comment:

Response:

Comment:

Response:

Comment:

Rule 1309.1 is not needed and the proposed amensiide not adequately
address Environmental Justice and actual ERC prices

Southern California is in the midst of another gyarisis. Electricity usage
Is at an all time high. Electricity is a vital mssity. The proposed rule is
needed to facilitate the siting and constructiom@iv energy projects for the
benefit of all residents. Environmental Justicies are addressed on a site
specific basis for each project as part of the geend CEQA analysis.
Mitigation fee prices are based on historic costis ERCs and staff will
provide the Board an annual update on ERC pricessare consistency.

The SCAQMD should not have a Wobbe Index standarithe rule. The
CPUC has authority for setting energy standards #wed SCAQMD is
preempted.

The AQMD is not establishing a Wobbe Index forradtural gas distributed

in the Basin. The proposal establishes a natasgality threshold only for

projects that elect to use Priority Reserve crediitd only applies to natural
gas at the point it enters the distribution systdtnojects utilizing gas with a
Wobbe Index value above the threshold can usetsrettained from the

open market. This threshold is critical in ensgrihat the imported natural
gas is of acceptable quality and that adverse watity impacts associated
with the combustion of poor quality natural gaprievented. The one project
proponent who is interested in this provision amdeaeking credits from the
Priority Reserve and has already agreed to compth whe proposed

threshold.

The current Wobbe Index requirement is accepthblgever the proposed
language should be amended as follows:

a) To allow flexibility in case the Wobbe Indexrébhold changes and to
change to point of distribution not import of thatural gas supply as follows
(proposed change shown as underlined language)ERERY PROJECT OF

REGIONAL SIGNIFICANCE (EPRS) is a project that feases the import
supply to be used in the District of no less th@0,@00 barrels per day of
crude oil or 250 million cubic feet per day of malugas with a Wobbe Index
of no more than 1360, or such other higher Wobblexras the District may
specifically approve in the future, at the pointtsunatural gas is introduced
into the natural gas distribution systém

b) To revise the definition of Wobbe Index curfgnn the rule as follows
(proposed change shown as underlined/strikeoutubege): “WOBBE




Response:

Comment:

Response:

Comment:

INDEX is the higher heating value of a gas divididthe square root of its
specific gravity, aneéxpressed in units &TU per standard cubic-fdetbt.”

Staff agrees with the proposal to change the meXetb indicate compliance
with the Wobbe Index standard for PR access fanrahgas at the point of
distribution and not import as follows (change shows underlined
language): “ENERGY PROJECT OF REGIONAL SIGNIFICANCEPRS)
Is a project that increases the import supplyegaibed in the District of no
less than 100,000 barrels per day of crude oil5fr @illion cubic feet per
day of natural gas with a Wobbe Index of no momentih360, at the point
such natural gas is introduced into the natural digfribution systemi
Relative to future modifications of the WOBBE Indetaff will be preparing
resolution language directing staff to monitor efdoy the California Public
Utilities Commission (CPUC) in developing a WOBBEdéx for the state
and report back to the Stationary Source Commitiggh staff
recommendations and seek further direction. Saifb agrees with the
proposed changes to the WOBBE Index definition &ad modified the
definition accordingly.

PAR 1309.1 should be a bank of last resort. Dligedce provisions should

be expanded and a higher cancellation fee shouteédpgred. Furthermore,
the final cut-off date should be up to the datestaction is complete and the
Permit to Operate is issued. The applicant shbeldllowed a full refund for

return of excess credits to the Priority Resenallteng from purchase of

credits in the open market during the period afterPriority Reserve credits
are purchased and before the Permit to Operassugd.

The Priority Reserve is a bank of last resort. @he diligence provisions
continue established Board Policy. The penaltyisrons for cancellation
are sufficiently large to discourage speculatiorhedging. To require the
due diligence effort to continue after credits puechased from the Priority
Reserve and allow a full refund for excess cradissiliting from open market
purchases during project construction is not pecattsince it would require
the District to wait potentially several years ugbtnstruction is complete to
fund emission reduction credits with the mitigatfess.

Does “net generator” in the definition of an EABoainclude municipalities
that provide power to their own customers thereilspldcing demand from
the state grid system?



Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

Yes. It has always been staffs intent that mualdips be included in the
definition of EGF, and the proposed rule language heen amended to
clarify this.

The mitigation fee should not be tied to the CHather, it should be re-
calculated each year as the weighted averagernsfactions.

The proposed mitigation fee levels reflect salegghted average prices of
credit transactions in the open market over extgmdgiods. The annual CPI
adjustments are an attempt in part, to reflect ah@cipated credit price
increase in the open market. While the proposemihgrmechanism by staff
has the benefit of providing a predictable mitigatfee level to the project
proponents, which is critical in facilitating fineing efforts, staff is cognizant
that it may not be adequately reflecting the futmarket value of the credits.
On the other hand, recalculating the mitigation éeery year to reflect the
sales weighted average price may also not be dableasiechanism or
reasonable approach, especially if the transaétemmuency and volume in a
given year is low. Nevertheless, staff will prawzithe Board with annual
updates on open market ERC prices to ensure coitjoamd seek direction
on whether further adjustments to the fees aressace

What is the justification for the current propod&@RS qualifying threshold?
It seems high at the current 100,000 barrels/daycafde and 250
MMSCF/day of natural gas and it is recommended thdte reduced to
50,000 barrels/day of crude and 100 MMSCF/day tinahgas.

Only larger EPRS, of the size currently proposetl| have an impact on the
energy demand in the basin. As a matter of pyimiccy, staff's position is

that the current threshold is needed to focus erptjects that will have a
material impact. The proposed thresholds, alstecefthe sizes of the
projects that staff was informed about by the mioproponents to date.

Are public biosolids processing facilities whee public contracts operation
to a non-public third party and the ownership, oanand decision making
authority is retained by the public entity eligilbte priority reserve credits as
an essential public service?

Past and current District practice has been thagnwtine public agency
maintains ownership and operational control ov#rira party contractor the
AQMD permit to operate is retained by the publiecmgy. Provided the
public agency maintains the level of control oue tontractor to retain the



permit to operate the project qualifies for theopty reserve as an essential
public service. To further clarify the languagetie proposed definition of
essential public service has been amended to readusSively-publicly
owned and publicly operated biosolids processicditi@s”.

Comment: Revise the proposed definitions of Biosolids anobsBlids Processing
Facility in PAR 1302 as follows to better definegle terms (underlined and
strikeout formatting indicates added and deletgtrespectively):

“BIOSOLIDS are the nutrient-rich organic materiasuiing from the physical,
chemlcal and blologlcal treatment of sewage slemgmh—ean—be—sa#ely—Feeyeled

plate

“BIOSOLIDS PROCESSING FACILITY means an operatioattfurther treats

solids generated from wastewater treatment occiypiagucesbioselidsfrom-raw
materials-generataskclusively in the District.”

Response: Staff agrees with the proposed changes and has daahethe current
proposed language accordingly.

Comment: Clarify if there is a daily usage threshold for genual allocation of 1,000
tons per year of VOC credits for EGFs in downwiirdbasins.

Response: There is a daily usage threshold and the rule bas modified to clarify this
with the annual allocation of 1,000 tons per yeqressed in parenthesis for
reference. In addition, staff is changing thesufriom tons per day to lbs per
day for consistency purposes, since emissions bBk@amn the rule are all
expressed in pounds per day. Quantities remaihangzed.



DRAFT FINDINGS

Before adopting, amending or repealing a rule ARMD Governing Board shall make
findings of necessity, authority, clarity, consmstg, non-duplication, and reference, as
defined in Health and Safety Code Section 40727 draft findings are as follows:

Necessity— The AQMD Governing Board has determined thaeadnexists to amend

Rule 1309.1 — Priority Reserve to allow electrigaherating facilities, energy projects of
regional significance and essential public serviaesess to the Priority Reserve for
offsets when they are not available on the operketaand establish equivalency with
Federal Clean Air Act requirements for Federal Majources and comply with state law.
Furthermore, the AQMD Governing Board has deternhititeat a need exists to amend
Rule 1302 — Definitions to clarify the definitio essential public service and add new
definitions.

Authority — The AQMD Governing Board obtains its authority adopt, amend, or
repeal rules and regulations from Sections 400000%, 40440, 42300 (permit system),
40709.6 (inter-basin, inter-district offsets) ar@’@2 of the California Health and Safety
Code.

Clarity — The AQMD Governing Board has determined thateRul302 — Definitions
and 1309.1 — Priority Reserve, as proposed to @nded, are written or displayed so that
their meaning can be easily understood by the perdimectly affected.

Consistency — The AQMD Governing Board has determined thateRull302 -
Definitions and 1309.1 — Priority Reserve, as peggbto be amended, are in harmony
with, and not in conflict with or contradictory texisting statutes, court decisions, or
state or federal regulations.

Non-Duplication — The AQMD Governing Board has determined thateRul302 —
Definitions and 1309.1 — Priority Reserve, as psgubto be amended, do not impose the
same requirements as any existing state or fedsgalation and are necessary and proper
to execute the power and duties granted to, andsegpupon, the District.

Reference — The AQMD Governing Board, in amending the ruteferences the
following statutes which the AQMD hereby implementgerprets, or makes specific:
Health and Safety Code Sections 42300, 40709.&20169and CAA 88 171, 172 and
182.

CONCLUSIONS AND RECOMMENDATIONS

Staff recommends amendment of Rules 1302 and 1369.the reasons stated in this
staff report.
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EXECUTIVE SUMMARY

Proposed Rule 1315 (PR 1315) has been develogedialize AQMD’s accounting
methodology in tracking debits and credits to ftset budget under its New Source Review
(NSR) program. The accounting methodology conthind’R 1315 will be used to annually
demonstrate that emissions increases from sourcies &re not required to provide their own
offsets {.e., sources whose offsets are provided by AQMD) atarized by credits held in
AQMD'’s offset accounts. PR 1315 applies exclugitel AQMD’s offset accounts. Therefore,
the accounting methodology and equivalency dematisir requirements of the proposed rule
will not impact holders of Emission Reduction Cisdi

AQMD’s NSR program is defined in and establishedRgulation XIlIl — New Source Review.
Most recently in 1996, EPA SIP-approved AQMD’s Riagon XIll establishing that AQMD’s
NSR requirements and the federal NSR requiremeatpragrammatically equivaléntAs part

of this SIP-approval, EPA required AQMD to trackibemission credits and emission increases
from major sources not required to provide emissiifisets to make annual showings that the
aggregate emissions offsets provided by AQMD foiserman increases pursuant to AQMD’s
NSR program exemptions are equal to (or greater) tie aggregate emissions offsets that
would be required pursuant to the federal NSR reguents. Emissions offsets are emission
reductions created at one location to compensatdalance emission increases at another,
different location. AQMD’s NSR program requiregtlemission increases are offset by
emission reduction credits provided by the applicarby allocations from the priority reserve
pursuant to Rule 1309.1 — Priority Reserve or fthenoffset budget pursuant to Rule 1309.2. —
Offset Budget. The federal new source review @ogdoes not include the exemptions listed in
Rule 1304. Therefore, major sources exempt under R304 are not exempt from the offset
requirements of federal NSR. As a result, AQMD mtains offset accounts from which it
provides offsets for federal major sources exemgrhfAQMD’s NSR requirements pursuant to
Rule 1304 and for federal major sources which xeceffsets from the priority reserve or the
offset budget. AQMD tracks all disbursements frii@se offset accounts, as well as all deposits
to them. The results of this tracking are aggedjand reported on an annual basis. These
annual reports summarize the disbursements frondepdsits to AQMD'’s offset accounts, as
well as the running account balances. They alswodstrate programmatic equivalency between
AQMD’s NSR offset requirements and federal NSR etffequirements contained in the federal
Clean Air Act for such sources. Proposed Rule 13F8&deral New Source Review Tracking
System is intended to formalize AQMD’s accountingtihodology for its offset accounts and
AQMD'’s equivalency demonstration and reporting pahares.

BACKGROUND

In general, the Federal Clean Air Act requires,thatong other things, emission increases of
non-attainment air pollutants from new and modifiederal major sources be offset with
emissions reductions. The AQMD has implementeN&R tracking system to demonstrate
adequate emission reductions for sources exemptéraission offsets requirements under

! Subsequent to that, in June 2006, EPA SIP-appra@dD’s most-recent (post-1996) amendments to Rule
1309.1.

September 8, 2006



Proposed AOMD NSR Offset Tracking System Page 2

Regulation Xl — New Source Review, which are othise subject to offset requirements under
the federal NSR program. AQMD staff has preparetlal reports which track credits and
debits for each year and present the remaininghbesaof credits in AQMD'’s offset accounts.
The NSR tracking reports go back to the year 1980ch was the year when major amendments
were made to AQMD'’s Regulation XIlIl. A key sourafcredits in the tracking system in the
past has been orphan shutdowns of major sourcéer €redit sources have been “negative
NSR balances” resulting from permit actions prood 990, and the “BACT discount” currently
required by Regulation XIIl when banking emissieduction credits (ERCSs).

In 2002 AQMD adopted an Offset Budget rule (Rul@9.2 — Offset Budget) as part of

AQMD’s NSR program to address some of the shonpagblems with ERCs. As part of the
discussions between EPA and AQMD regarding Rul® Z3EPA raised some questions related
to the credits in AQMD'’s offset accounts for useha Offset Budget rule. Among the key
issues raised by EPA are the following:

» creditability of pre-1990 emission reductions, partarly availability of existing records
associated with such reductions;

» creditability of reductions resulting from the BAGiiscount of newly-banked ERCs,
since the discount is presumably also used tohg#tis federal time of use discount
requirement;

* Dbaseline calculation procedures to assure an ‘tidiaseline;
» surplus adjustment at time of use of credits inttheking system; and
» consistency of credit use with assumptions in tiaeSmplementation Plan (SIP).

EPA staff requested that these issues be resaivedler for EPA to approve amendments to
Regulation XlII as a result of adoption of Rule @3%) which establishes an “Offset Budget.”
EPA staff has also requested that AQMD adopt agpéeifying how the tracking of debits and
credits will occur in the future. Therefore, EPAdaAQMD staff engaged in a series of
discussions to develop a proposed revised NSR ihg&ystem intended to demonstrate
continued equivalency of AQMD’s NSR program witlléeal NSR requirements and to address
EPA’s above-described concerns. Proposed Rule 2FHsleral New Source Review Tracking
System (PR 1315), as well as certain of the prapasseendments to Rule 1302 — Definitions
(PAR1302), represents the result of this process.

DISCUSSION OF PROPOSED RULE 1315 - FEDERAL NEW SOURE REVIEW
TRACKING SYSTEM

AQMD staff has developed a proposed rule which fdires AQMD’s NSR tracking system and
includes several modifications to the proceduresl uis the existing tracking system. The
proposed revised procedures include eliminatioallafredits for which AQMD no longer retains
documentation. AQMD has also included additionasses of credits in the tracking system,
namely orphan shutdowns of minor sources and stii@ius reductions. As a result of these
proposed modifications, and even with the inclugibthe minor source orphan shutdowns and

September 8, 2006



Proposed AOMD NSR Offset Tracking System Page 3

other surplus reductions, AQMD's previously-repdr902 offset account balanéésr all
pollutants, except for NOxwill be reduced, depending on the pollutant, foyrf 37 % to 81 %.
Several elements of the proposed revisions to AQMEicking system contribute to these
reductions, as discussed below, but the singleaxienf the proposal with the greatest
contribution is the reevaluation of pre-1990 creditd proposed elimination of all credits for
which AQMD no longer retains documentation. Agsult of this proposed change, AQMD’s
pre-1990 credits will be reduced, depending orptiiitant, by from 7 % to 92 %. The specific
amounts of reductions for each pollutant for thee p290 credit account balances and the 2002
offset account balances are shown in Table 1.

The detailed line-by-line adjusted credit balartbes result from the proposed modified
procedures are shown in AppendiARMD’s NSR Offset Tracking—Federal Running Balances
The following is a more detailed description of greposed changes.

Table 1
Reductions in AQMD’s Pre-1990 Offset Account and 20 02 Offset Account
Balances Resulting from Implementation of Proposed Rule 1315
VOC NOx SOx CcO PM10

Redu_ction in AQMD’s Pre-1990 58 % 7 % 56 % 76 % 92 %
Credit Account Balances

Reduction in AQMD’s 2002 37 % 339% | 43 % 68 % 81 %
Offset Account Balances

SOURCES OF CREDITS

AQMD has described in its annual status reportRegulation Xlll a 1990 starting balance for
offset accounts based on data available in 1990ileVortions of pre-1990 credits were used
years ago, EPA staff has requested an accountitige afalidity of such credits to ensure that
such credits were creditable. To that end, EPf B&s raised questions about the availability of
records relating to the pre-1990 credits. To askltke issues raised by EPA, AQMD staff spent
several thousand staff hours reviewing and reetialyall available data for the pre-1990 credits
in its 1990 starting balances. The following description of sources of credits in AQMD’s
tracking system. The pre-1990 timeframe and tl89 Ehd beyond timeframe are addressed
separately due to differing provisions of AQMD mikgpplicable to generation of credits in these
time periods.

2 This was the latest NSR Annual Report utilizing #&xisting tracking procedures.

® The 2002 NOx balance increased relative to theigusly-reported 2002 balance. This increasedgésult of
both the fact that reevaluation of the pre-199@hets had only a minor impact on NOx (7 % reduatmmpared
with 56 % to 92 % reductions for the other fourlptints) and the inclusion of additional sourcesreflits into
the revised tracking system that have always begius but previously were not tracked due to tingla supply
of credits in AQMD'’s offset accounts for all fivelutants.
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Pre-1990 Credits

Pre-1990 Permitting Program

AQMD had a robust stationary source permitting paagfor both major and minor sources in
place well before 1990. Key elements of that peogare summarized below:

Permit Rules

Since prior to 1976, the year that AQMD adoptedhnitisal NSR rules, virtually any
construction or modification of a source has rezpithe operator to obtain a permit to
construct from AQMD (Rule 201 — Permit to Constjucthe only exceptions to these
permit requirements are, and at all times were;ipd in AQMD Rule 219 — Equipment
not Requiring a Written Permit Pursuant to Regatatl, which exempts certain equipment
from permit requirements due to minimal potentmahtfect air quality. With the exception
of the specific exemptions in Rule 219, there heenlno exemption from permit
requirements for sources emitting even relativelglé amounts of air contaminants; that is,
all sources with potential to emit or control air @ntnants, including all federal minor
sources have been required to obtain permits wbestizicted or modified unless
specifically exempted by Rule 219.

New Source Review Rules

AQMD adopted its initial New Source Review ruleOntober, 1976 even prior to the
adoption of the New Source Review requirementstimdfederal CAA. Originally included
in Rule 213 — Standards for Permits to Constrégt:Quality Impact, the NSR rules were
moved into a series of rules in Regulation XlIl eNSource Review in 1979. The rules
required offsetting of emissions increases thaeeaed certain thresholds. The thresholds
were decreased over time pursuant to rule amengmeéiat example, for volatile organic
compounds and nitrogen oxides, the offset thresindtidlly was 250 pounds per day, and
was reduced by rule amendments during the 198@8@goounds per day, 75 pounds per
day, 30 pounds VOC per day and 40 pounds NOx peratal finally down to zero, requiring
no net increase in emissions, unless specificakympt from offset requirements pursuant to
Regulation XIlI.

NSR Balance

Prior to 1990, in order to implement its offsetuggments, AQMD kept a running “NSR
balance” for each facility with permitted sourcdhe NSR balance included an entry for
every increase and every decrease in emissiohs &dility that resulted from a permit
action. The entries in the NSR balance were bas@daximum allowablemissionsi.e. the
maximum amount of emissions that a source could ginen its physical capabilities and
permit limitations and rule requirements. Howevlee, NSR balance was initially
determined for each piece of equipment which hagreviously undergone NSR analysis
(i.e., pre-NSR equipment) from attualemissions baseline for that equipment. Any
subsequent NSR activity for such equipment was ucted on a potential-to-potential basis.
Therefore, a pre-NSR source modified under NSR @bl subject to NSR on an actual-to-
potential basisife., actual pre-modification emissions to potentiatpmodification
emissions)—a very conservative approach.
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Prior to 1990, emissions offsets were required waprrmit was sought for construction of a
new source, or for modification of an existing smyrthat would cause the sum of increases
and decreases at a facilitye( the NSR balance) to exceed the pre-1990 offsesktiwid

levels.

NSR balance entries had to be quantifiable andreséble. Such entries only occurred
pursuant to permit applications with sufficient stamtiating data to ensure quantifiability,
after evaluation by AQMD engineers and review hyesuisory staff pursuant to Regulation
Xl rules and implementing policies establishedthg agency, and upon issuance of permits
or permit modifications which were enforceable urstate law.

AQMD applied substantial resources to implementitege rules. For example, from 1985
through 1989 AQMD'’s engineering staff which pro@spermits consisted of between 97
and 175 professional engineers and supervisoryreamgement staff. In sum, at all times
including, but not limited to, prior to 1990, AQMiias had a robust air quality permitting
system—a system which AQMD believes was qualitatisaperior in terms of
guantification and reliability to any other NSR pétting system in the nation.

= Compliance with Federal NSR Requirements
In addition to being reliable, the above-descripest1990 AQMD NSR rules fully complied
with all federal requirements. Indeed, AQMD’s NBRes were more stringent than required
by federal law in the following important respect4) offset thresholds were lower than
required by federal law and a 1.2 to 1.0 offsabratas used for all sources and all emittents;
(2) unlike federal requirements which allowed “blitdp’ or netting out of LAER until the
1990 amendments to the Clean Air Act, AQMD’s BA@Huirement (equivalent to federal
LAER) applied to any emissions increase from atviddal piece of equipmente., there
was no netting out of LAER; (3) offset ratios fad@§ CO, and PM10 were greater than 1 to
1 (.e, were at 1.2 to 1); (4) AQMD had a zero BACT tlm&d; and (5) the fact that the
NSR balance was initially based upon an actual ®oms baseline ensured that any increase
in potential emissions that exceeded the actuadsams baseline and resulted in total
potential emissions in excess of the offset thriesmount (which, again, was more
restrictive than federally required) would be sebje NSR requirements. Additionally, EPA
SIP-approved AQMD'’s Rule 201 as amended Januat9%), and AQMD’s NSR rules as
adopted or amended on the dates identified in TAble
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Table 2
SIP-Approved Revisions of AQMD’s NSR Rules
Rule AQMD Adoption Date(s)
213 10/8/1976 (Rescinded by AQMD 6/28/1990)
1300 | (Rescinded by AQMD 6/28/1990)
1301 12/7/1995
1302 12/7/1995, 6/13/1997
1303 5/10/1996
1304 6/14/1996
1305 | 4/6/1984 (Rescinded by AQMD 6/28/1990)
1306 6/14/1996
1307 | (Rescinded by AQMD 6/28/1990)
1308 10/5/1979 or 3/7/1980 or 4/4/1980 or 7/11/1980 (Rescinded by
AQMD 6/28/1990)
1309 12/7/1995
1309.1 | 12/7/1995, 6/19/2006
1309.2 | (Pending SIP Approval)
1310 12/7/1995
1311 | 10/5/1979 (Rescinded by AQMD 6/28/1990)
1312 | (Rescinded by AQMD 6/28/1990)
1313 12/7/1995

Negative Balances

By 1990, some facilities had negative NSR balandédsese negative balances were the result
of equipment shutdowns or process changes sinab@c1976 which resulted in reductions

in emissions from a source. The majority of nagabialances resulted from equipment

shutdowns. Like all entries in the NSR balancgatige balances only occurred pursuant to

permit actions—e. either modification of an AQMD permit or shutdowhequipment.
Negative balances were quantified by AQMD enginbassed upon the permitted physical
capabilities of the modified or shut down equipmamd applicable permit requirements.
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Existing Pre-1990 Accounting

AQMD’s offset accounts were established with stgrtbalances based on pre-1990 emissions
reductions. The primary source of these pre-188€0ations was a portion of facilities’ negative
NSR balances which were discounted as specifidateii 990 amendments to Regulation XiIll
(described below). The 1990 Regulation Xl amerdts also directed the Executive Officer to
recall all existing pre-1990 ERCs which had resuftem shutdowns, discount them by eighty
percent, and issue new ERCs at twenty perceneafdhiginal values. The eighty percent
discount of the pre-1990 shutdown ERCs was depbsite AQMD’s offset accounts along with
the amounts derived from the discount of pre-1989gative balances (further explanation of the
implementation of the 1990 amendments to Regul&itins provided with the discussion of
AQMD’s proposed revisions to its pre-1990 accougjtirAll of AQMD’s annual status

reports prepared to date have included the startindpalances from these sources (discount
of pre-1990 negative balances and pre-1990 shutdowiRCs); AQMD has not taken credit
for any other pre-1990 sources of credits, such &lse zero BACT threshold, use of ERCs by
minor sources, or the additional ERCs provided by mjor sources for SOx, CO, and PM10
at a ratio of 1.2 to 1.0 compared to 1.0 to 1.0.

Proposed Adjustments to Pre-1990 Accounting

AQMD is now proposing to significantly reduce (byra than 60 % overall) its pre-1990
emission credits by eliminating any present or pastof any credits for which AQMD presently
has no records and cannot re-verify the validitguth credits and to only utilize the portion of
the previously-reported pre-1990 emission redustishich was originally validated in 1990/91
and revalidated in 2004/05 as credits in its tnaglaystem and for which AQMD has all or some
records. The emission reductions that underlisdlwedits occurred between 15 and 29 years
ago, and not all records related to them are adaik@day. In many cases, however, summary
data based on previous analyses are availablele\Wii all records are available, AQMD at all
relevant times prior to and after 1990 had a sieffity robust permitting program and record
validation procedure to provide confidence regagdire validated emission reductions for which
AQMD proposes to take pre-1990 credits. This assioh is supported by the preceding
discussion of AQMD’s pre-1990 permitting progrand dhe following summary of the 1990
Regulation XllIl amendments and their implementation

= 1990 Regulation XIIl Amendments
AQMD substantially modified Regulation XIll in 1990rhe offset threshold was dropped to
zero, although relatively small emitting facilitiésg.less than 30 pounds per day of VOC or
40 pounds per day of NOx) were eligible to obtaeded credits from a new “Community
Bank.” Under the 1990 amendments, negative bataweee to be “verified by the Executive
Officer” and discounted by 80%. The rules spedifigat “upon validation” the remaining
amount was to be issued to the permit holder iridhma of an ERC (Rule 1309(a)).

= |mplementation of 1990 Amendments
Shortly after adoption of the 1990 amendments tguiReion XlII, AQMD staff drafted a
detailed internal guidance document titled “RegataiIll — New Source Review Guidance
Manual” specifying how the amendments would be anm@nted by AQMD permit
processing engineers. The required treatmentgdtive balances was described in this
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document. It specified that negative balances @vbale to be “verified” in accordance with
standard procedures. It also specified that eadlity’'s NSR account would be searched by
computer to determine if any “forgivenessdast.(negative entries due to prior rule
amendments lowering offset thresholds) contribtietthe facility’s negative balance. The
document further provided that NSR balances “dimallecalculated” since these
forgivenesses were not “real” emission reductiong taerefore did not qualify for an ERC
pursuant to Rule 1309(b)(1). The transition docoinadso specified that any negative
particulate matter emissions balances would beearesd to PM10 by multiplying the
particulate matter emissions by an average faétorso Finally, the document stated that
any facility with a negative balance of 500 poupdsday or greater was to have each
negative entry “confirmed by reviewing the applioatfile which resulted in the negative
NSR entry.” The vast majority of negative balanaethe time (in excess of 80%) were
associated with facilities with negative balanceseeding 500 pounds.

In 1991, AQMD’s engineering staff commenced thefigation and validation processes
described in the transition document. The reduh@se processes was a substantial
reduction in the amount of the negative balancesdme pollutants, even prior to the 80%
discount. These reductions were the result oadtyessing the “forgivenesses,” (2)
determinations that some reductions were requiye®@MD rules and thus ineligible for
ERCs, and (3) in some cases correction of simpke elatry errors. Table 3 presents the 80
% portion of the 1990 negative balances that wepmsited in AQMD'’s offset accounts.

The larger amount shown for each pollutant is theunt originally deposited as the result of
this process in the early 1990s and which has pemnously reported as the 1990 starting
balance in the annual NSR status reports and trer lamount is revised based upon recent
(2003) re-validation of these numbers by AQMD skeféed on records that are still available
to address EPA’s comments and consistent with EBligypguidance which allows use of
pre-1990 credits that are explicitly included amdmfified as growth in the SIP. Such
guidance provides that the permitting agency mushtain information including, at a
minimum, the name of the source that generatedrtdabt, the source category, credit
guantity, specific action that generated the creldite the credit was generated and “enough
other information to determine the creditability..” (Memorandum from John Seitz to

David Howekamp August 26, 1994).

Records for pre-1990 emission credits are fromolZBtyears old. AQMD staff recently
conducted an extensive review of the pre-1990 tsedlid determined that the types of
records available today include printouts of NSRad@aptured in AQMD’s permitting
database at the time of permit issuance and coenpiggineering files, which include the
materials and documentation submitted by the agmpliand AQMD'’s engineering
evaluation.
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Table 3
Pre-1990 Credits Deposited in AQMD'’s Offset Account s
(Tons per Day)

VOC | NOx | SOx | CO | PM10 | Overall

Previously-Reported Pre-1990 924 | 25.8 | 184 | 349 | 345 206
Credits
Revised Pre-1990 Credits 38.46 | 23.92 | 8.04 | 8.45 | 2.67 81.5

Verified with Records or
Validation Procedures

Percent Reduction in Pre-1990 58 % 7% |56% |76% | 92 % 60 %
Credits

In the proposed revised NSR Tracking System, AQBIproposing to only use the revised
and re-verified pre-1990 credits (as set forthabl€ 3). There are pre-1990 credits which
can reasonably be concluded to be creditable asedesently available records. In some
cases, such conclusion can be reached becauddhalinformation described in the 1994
Seitz memorandum is currently available. In ottesses, the above-described permitting
procedures provide “enough other information tedsatne the creditability. . . .” However,
for the majority of the pre-1990 emission reductioadits (more than 60 % overall), the
AQMD at present time no longer has the abilityabstantiate the validity of the original
records based on the available records. ThereA@®&]D is now proposing to significantly
reduce its pre-1990 emission reduction creditslinyieating any past or present use of any
credits for which AQMD presently can no longer gahsate the validity of such records.

= Remaining Pre-1990 Credits
AQMD’s NSR tracking system has not previously spedithe age of credits held in
AQMD’s offset accounts. However, in response t&A\ERomments about the use of pre-
1990 credits, staff has completed a “First In/F@st” analysis of these accounts. This
analysis shows that significant portions of the J#80 VOC and SOx credits remain in
AQMD’s offset accounts as of July 2002, about onarter of the pre-1990 NOXx credits
remained in AQMD'’s offset accounts as of July 204&] all of the pre-1990 CO and PM10
credits were depleted from AQMD'’s offset accountdB97. In order to address EPA’s
comment regarding future use of pre-1990 credishfAQMD’s accounts, AQMD proposes
to eliminate any unused pre-1990 VOC, NOx, and Bi@sits remaining in its offset
accounts at the end of the 2004-2005 reportingpdeand not use any pre-1990 credits in its
offset accounts post 2005.

* All data for 1991 to 1997 is aggregated, so itrisertain when in this time period the 1990 stgrfaderal account
balances for CO, and PM10 were depleted. Howédyeassuming that these credits were consumed at an
approximately constant rate, it is estimated th1® was depleted in 1994, and CO was depleted #5.19
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1990 and Beyond Credits

Existing 1990 and Beyond Accounting

Due to the high level of available credits in AQMDBffset accounts, AQMD presently only
takes credit for some of the qualified credit sesrcFor example, AQMD’s NSR tracking
system currently takes credit for orphan shutdofer® major sources only, but not from minor
sources. The existing tracking system credits am@hutdowns to AQMD'’s offset accounts
based upon the allowable permitted level of emmssaf the shutdown source. It also does not
take credit for surplus reductions of SOx, CO, bR provided as ERCs by major sources as a
result of the differences in federal and local effiequirements for these pollutants (local
requirement is 1.2 to 1.0 while federal law doesspecify an offset ratio in excess of 1.0 to 1.0
for SOx, CO, or PM10) or for surplus reductionauteisg from minor sources providing ERCs
as emission offsets. The tracking system also doetake credit for AQMD’s zero BACT
threshold. BACT discounts applied to newly-bankE&LCs are credited to AQMD’s offset
accounts. Offsets are debited from AQMD'’s offsstaunts at 1.2 to 1.0 for all five pollutants
when major sources that are not exempt pursughet@AA are permitted using Rule 1304
exemptions or the Priority Reserve. AQMD'’s portafrthe California SIP does not include
assumptions reflecting the NSR tracking systenoamraitments to make up any shortfall in
AQMD’s offset accounts. Additionally, the trackisgstem does not take credit for surplus
reductions resulting from modifications at majousses that do not constitute “major
modifications” pursuant to the new NSR Reform Ragahs.

Proposed Adjustments to 1990 and Beyond Accounting

The proposed changes to the sources of creditsdtdebits from AQMD’s offset accounts for
the 1990 and beyond time period are summarizedbelo

=  Pre-1990 Credits
AQMD proposes t@liminate any unused pre-1990 credits remaining in its ofiseounts at
the end of the 2004-2005 reporting period and tause any pre-1990 credits in its offset
accounts post 2005.

= Minor Source Orphan Shutdowns
Post-1990, the NSR tracking system has only usgllbor shutdowns of major sources to
fund AQMD'’s offset accounts. However, shutdowngefmittedminor sources also meet
the requirements that credits be real, permanafdreeable, quantifiable, and surplus in the
same way as do major source shutdowns. ERCs geddram minor sources are commonly
used to fulfill the offset requirements for emigsiacreases at major sources which are not
exempt from offset requirements under AQMD’s NSRsu Therefore, although AQMD
has not previously used these credits due to the lzalances available in its offset accounts,
it is appropriate to include emission reductiomsrfrminor source orphan shutdowns as
credits in AQMD’s offset accounts.

AQMD’s Rule 201 requires written authorization frahe Executive Officen ., a permit to
construct) before a person may build, erect, ihstlier or replace any equipment, the use of
which may cause the issuance of air contaminantseouse of which may eliminate, reduce
or control the issuance of air contaminants. R0I@— Permit to Operate similarly prevents
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the operation or use of such equipment withoutrenftessued by the Executive Officer. The
only exceptions to these requirements are speltyficeentified in Rule 219. However, all of
the minor sources which AQMD proposes to use asceswf orphan shutdown credits as
described above have been through the permittiocegs. In fact, such minor sources are
subject to the same Regulation IV - Prohibitionsg&ation XI - Source Specific Standards,
and Regulation XIlI rule requirements as are magirces. In some cases the operators of
these sources go through the necessary stepsntfg@nd generate ERCs when they
experience real, permanent, enforceable, quanafisbrplus emission reductiorsd,
equipment or facility shutdown or modification)uc® ERCs generated by minor sources are
fully valid and eligible for use as major sourcésets. Therefore, in cases where the
operators do not go through the steps to genefR@&sHErom their emission reductions, it is
appropriate for AQMD to treat these orphan shutdoimrthe same manner as it does orphan
shutdowns at major sources.

= Major Source Use of SOx, CO, and PM10 ERCs
PR 1315 includes credit for the 20 % additional SO®, and PM10 ERCs provided by
major sources as emission offsets at a ratio ofdl120 pursuant to Rule 1303 rather 1.0 to
1.0 (federal accounting). The 20 % above a 1DQmffset ratio is creditable because the
federal CAA only requires a 1.2 to 1.0 offset rddoextreme non-attainment pollutants and
their precursors; the required offset ratio for SO®, and PM10 pursuant to the CAA and
the TSD is “at least 1 to 1” according to EPA.

= Offset Ratio for Exempt Major Sources of SOx, Cag &M10
PR 1315 changes the offset ratio for major soun€&Ox, CO, and PM10 offset from
AQMD’s offset accounts from 1.2 to 1.0 to 1.0 t0 ffederal accounting). This change is
consistent with the CAA, which only require a 1021t0 offset ratio for extreme
nonattainment pollutants and their precursors filoot SOx, CO, or PM10).

= ERCs Provided by Minor Sources to Offset Emissimrdases
The CAA does not require minor sources to provitfieets for their emission increases.
Therefore, the third-party ERCs that these soysoegde to offset their increases pursuant
to Rule 1303 are creditable to AQMD’s offset acdsun

= Surplus Discount at Time of Use
Credits in AQMD'’s offset accounts that resultechirpost-1990 orphan shutdowns or orphan
reductions and which, based on a first-in/first-aniélysis, are not used in the same
timeframe they are banked will be subject to a BARL the time of use adjustment pursuant
to PR 1315. This will be accomplished based oa cohtrol requirements that become
effective each year. Specifically, each year @tis in AQMD’s offset accounts carried
over from the previous year be discounted by theuarhof the percentage reduction in
overall permitted emissiongrojected to be achieved as a result of implentientaf control
requirements that become effective during the feahe pollutant in question. This

® Permitted emissions data is derived primarily froenmitted facilities emitting more than four tafsvOC, NOX,
SOx, or PM per year or more than 100 tons of COypar.
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analysis will be performed on an aggregate basis gear for credits carried over from the
previous year.

= Actual Emissions Baseline
PR 1315 uses an average discount factor to actowitiite difference between potential and
actual emissions. Since 1997, AQMD has used atywearcent discount to convert potential
emissions to estimated actual emissions for pugposeompliance with state “no net
increase” requirements. This procedure has besthwih concurrence of the California Air
Resources Board. PR 1315 uses the same factiedienal NSR tracking purposes. In light
of the methodology used to quantify potential emiss (explained in more detail below),
staff’'s engineering judgment indicates that, orrage, a twenty percent reduction from
potential emissions is a reasonable estimate ahbhemissions. Actual emissions for
individual sources will range from the sources’quatal emissions down to less than eighty
percent of potential emissions, but eighty percémotential emissions represents an
acceptable estimate of aggregate actual emissioims.use of eighty percent of potential
emissions as actual emissions is well documentédIMD’s annual status reports regarding
Regulation XIlI.

Facilities with potential to emit in excess of fRele 1304 exemption thresholds (4 tons per
year for VOC, NOx, SOx, and PM10 and 29 tons par y@ CO), provide ERCs to offset
their increases in potential emissions so they laasteong incentive to keep their potential
emissions in line with actual emissions at timekigh production. Smaller facilities with
potential to emit below the exemption thresholdy m&ainclined to request permits based on
potential emissions at the exemption thresholdl$elvecause the offsets are provided by
AQMD at no cost to the facility. However, AQMD angers perform a thorough evaluation
of each permit application prior to recommendirsgiance of a permit to construct or a
permit to operate. These evaluations include erdehation of the actual controlled
emission rate (based on source test results, V@@ bof coatings, sulfur content of fuel, or
other potential toxics emissions for example) grezted actual controlled emission rate
(based on established emission factors or manuéstguarantees, for example). This data
is then combined with the maximum anticipated potidu rate to determine the
equipment’s potential to emit. Note that the maximproduction rate used in these
calculations is based on what is reasonably exgdotehe facility and source in question
during periods of high production and is not baseeither “24-7" operations (except for
those facilities that actually do operate in suchaamner) or an artificially highest permissible
emission level for each source. In addition, altffothese sources are not required to
provide emission offsets, they are still subjecA@MD’s toxics NSR rules, and as such will
not artificially raise their potential to emit oeqmitted emissions. Therefore, actual
emissions are not expected to be considerablyreiftehan potential emissions and 80 % of
potential emissions provides a reasonable estiofatetual emissions. This conclusion is
further supported by potential to emit data foilfaes at or below the exemption thresholds.
Table 4 shows that there are far more facilitieth \wbtentials to emit below the exemption
thresholds than at the exemption thresholds.
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Table 4
Ratio of Numbers of Facilities with Potential to Em
Thresholds to Numbers of Facilities with PTE at Exe

it (PTE) Below Exemptions
mption Thresholds

Facility Count Ratio
(Below Threshold:
Pollutant | PTE Range A* | PTE Range B? PTE C° At Threshold)
vOC 1,336 1,348 601 45:1
NOXx 2,021 1,534 363 10:1
SOx 545 180 32 23:1
co 2,789 330 10 310:1
PM10 1,686 940 188 14:1

! PTE Range A is greater than zero but less than 2 tons per year for VOC, NOx, SOx, and
PM10 and is greater than zero but less than 15 tons per year for CO.

> PTE Range B is greater than or equal to two but less than four tons per year for VOC,
NOx, SOx, and PM10 and is greater than 15 but less than 29 tons per year for CO.

® PTE C is four tons per year for VOC, NOx, SOx, and PM10 and is 29 tons per year for
CO.

Discounting Newly-Banked ERCs to BACT

Rule 1309 — Emission Reduction Credits and ShanmnTe@redits specifies that the amount of
emission reductions banked as a new ERC not bat&gréhan the equipment would have
achieved if operating with current Best Availablen@ol Technology (BACT).” No similar
requirement exists in the federal CAA. Therefdine,amount of any otherwise qualifying
emission reductions not issued as an ERC due temgntation of this provision are
surplus. However, EPA has indicated that since AQMes the BACT discount at time of
generation in lieu of the federally-required BAR@iScount at time of use, therefore, AQMD
cannot take credit into its offset accounts forB#e«CT discount of ERCs. In order to
address EPA’s concerns, AQMD agrees to retroagtineshove all credits generated from
BACT discount of ERCs from its offset accounts,eptcsuch credits which AQMD has
demonstrated (or demonstrates in the future) extteediscount that would be required by
approved SIP rules and rules scheduled to be apgroy AQMD in the following year’s rule
cycle. AQMD shall notify EPA and obtain EPA’s camence when making this alternative
discount. Specifically, AQMD has identified 6.@ht of CO per day of BACT discount of
ERC credits from 1991 in AQMD'’s federal CO offsetaunt which are beyond approved
SIP rules and rules scheduled to be approved by B@ithe following year’s rule cycle at
the time of use. AQMD will, therefore, retain teesffsets (which were used in the early
1990s).

SIP Inventory and Growth Assumptions
To date, the AQMD has incorporated a sufficientiparof available tracking system credits
into the AQMP at the time of plan revision to asstirat the growth assumptions in the plan
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are consistent with NSR credits used. In ordesgure that the SIP assumes that all
necessary credits are “in the air,” AQMD proposeprovide an enforceable commitment to
revise the amount of credits assumed to be “irattieat the time of the next triennial plan
revision required by state law while meeting RORBt&inment demonstration.

= Other Potential Credits
PR 1315 does not propose to take any credits fpiumireductions such as application of
LAER in excess of federal requirements to any iaseein emissions at a major stationary
source for non-ozone precursors such as SOx, C®k&liid or the zero BACT threshold.
AQMD understands that when and if it wants to usgh<redits it will be necessary to hold
further discussions with EPA and ARB. AQMD is atgat presently proposing to take any
credits for not having to deduct emission increassslting from modifications at major
sources that do not constitute major modificatipmssuant to the NSR Reform Regulations
at this time. However, AQMD would like to be albdeuse such provisions if a project can
be demonstrated to not be subject to NSR sinseniv a “federal major modification” under
NSR reform. AQMD is also currently investing fumésulting from the mitigation fees
provided by electrical generating facilities punsui@ Rule 1309.1 — Priority Reserve in
various emission reduction projects. Therefore MEImMay discuss mechanisms for taking
credit for such emission reductions with EPA andBAR the future.

Inventory Issues Related to Minor Source Orphartdiwns

Emissions from small permitted sources.{less than 4 tpy of any criteria pollutant or 109

of CO) are treated as area sources in the AQMmtowe Typically, a base year inventory is
prepared by projecting historical activity datduture years on the basis of socioeconomic data
provided by SCAG. The surrogates used for emisgiowth projection are documented in
Appendix lll, Table 2-3 of the 2003 AQMP. The gitbviactors for source categories are mostly
greater than 1 with a few exceptions. When th&vtirdactor is greater than 1, emissions are
projected to grow without taking into account amygmtial NSR constraint that offsets may not
be available. By the same token, if the growthdiats less than 1, future emissions are
estimated to be lower than the base year emissions.

EPA staff raised an issue that shutdown credits fsource categories that are projected to
decrease in the AQMP may not be appropriate tosbd as offsets, since the AQMP has already
reflected such decreases. However, closer exammatt the AQMP process and the
assumptions made in the Plan reveals that useutd®hn credits from source categories with
even negative projected growth does not resulbubte counting of emissions reductions. The
AQMP assumes negative growth in some categoriepasitive growth in others. Further, the
positive growth assumptions include no constramntgrowth posed by cost or availability of
emission offsets (and all existing ERCs are alsomgd to be “in the air” independent of the
growth projections). Inherent in these AQMP asstiong is the assumption that emission
decreases, including decreases associated withiveegeowth, result in emission credits that
can be used to offset emission increases. Therafowvement of potential emissions from a
negative growth category to a positive growth categia appropriately quantified and
discounted credits is entirely consistent with A@VIP and its assumptions. Furthermore, even
though AQMD has never experienced actual growthtgrehan that projected in the AQMP,
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AQMD reevaluates the AQMP with each AQMP revisiol anakes appropriate changes and
corrections as a part of this process (and commitentinue to do so consistent with state law).
Finally, there is no restriction on the generattbiERCs by sources in categories with negative
projected growth or on the use of such ERCs bycgsuwithin other categories. The standard
for credits in AQMD'’s offset accounts should nothagher than for privately held credits.

Summary

The NSR tracking system outlined in PR 1315 esthbb a very conservative accounting
methodology. As indicated earlier, it includesueidg AQMD’s previously-reported pre-1990
credits from a 7 % reduction in NOx to a 92 % redurcin PM10 and will change the
previously-reported 2002 NSR offset accounts froB® &o increase in NOx credits to an 81 %
reduction in PM10 credits. The overall impact amssion credits resulting from PR 1315 are
summarized in Table 5 for both the 1990 starting@es and July 2002 running balances.
Table 5 also presents the District offset accoatdrces at the end of the 2002-2003 and 2003-
2004 reporting periods as calculated consistett thi proposed revised NSR tracking system
procedures (refer to Appendix Ill for a completsatdission of the 2002-2003 and 2003-2004
reporting periods).

Table 5
Summary of AQMD’s Offsets Accounts
(Tons per Day)

VOC NOx SOx CO PM10

Previously-Reported 1990 Starting 92.4 25.8 18.4 34.9 34.5
Balance

Revised 1990 Starting Balance 38.46 | 23.92 8.04 8.45 2.67
Reductions in AQMD’s Pre-1990 58 % 7% 56% | 76 % | 92 %

NSR Account Balance

Previously-Reported 2002 Running
Balance 107.65 | 21.60 | 18.76 | 24.09 | 41.24

Revised 2002 Running Balance 68.37 | 28.77 | 10.72 7.84 7.66

Reductions in AQMD’s 2002 NSR 36% | -39% | 43% | 68% | 81 %
Account Balance

2003 Running Balance 73.96 | 30.25 | 10.92 9.14 9.29

2004 Running Balance 82.57 | 29.19 | 11.24 | 10.20 | 10.49

Tables 6 and 7 summarizes the changes between AQBHKisting federal NSR tracking system
and the federal NSR tracking system establishdé®y{315. These tables summarize the
existing and proposed revised NSR tracking systemre-1990 emission reductions and 1990
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and beyond emission reductions. Table 8 and 9 suinenthe equivalency determination and
the backstop provisions of Proposed Rule 1315.
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Table 6

Summary of Changes between AQMD'’S Existing and Prop
NSR Tracking Systems for Equivalency with Federal R

osed Revised
equirements:

Pre-1990 Federal Emission Reductions

AQMD’s Existing NSR Tracking System

AQMD’s Proposed Revised NSR Tracking
System

Starting Balance based on data generated in
1990 from facilities’ (both major and minor
sources) emission reductions recorded as
negative NSR balances. This data has been
used and previously reported in all annual NSR
status reports.

Initial Starting Balance based on data from
facilities’ (both major and minor sources)
emission reductions recorded as negative NSR
balances which were originally verified in
1990/91 and re-verified in 2004/05 and all or
some records currently exist. This excludes all
other data for emission reductions with no
present records.

No credit taken for surplus reductions from
SOx, CO, and PM10 offsets provided (at 120
%) as ERCs for minor sources.

No Change.

No credit taken for the 20 % additional SOx,
CO, and PM10 offsets (ERCs) for major
sources provided at a ratio of 1.2t0 1.0
compared to 1.0 to 1.0.

No Change.

No credit taken for emission reductions
created from the application of zero BACT
threshold®.,

No Change.

W «Zero BACT threshold” refers to AQMD’s requirement that BACT applies to all emission increases (no
matter how small) at all sources (no matter how low their potential to emit).

Table 7

Summary of Changes between AQMD'’S Existing and Prop
NSR Tracking Systems for Equivalency with Federal R

osed Revised
equirements:

1990 and Beyond Federal Emission Reductions

AQMD’s Existing NSR Tracking System

AQMD’s Proposed Revised NSR Tracking
System

Remaining pre-1990 credits eligible for use
until depleted.

Remaining pre-1990 credits eligible for use
until the end of 2005; no pre-1990 credits will
be used post-2005.

No credit taken for orphan shutdowns from
minor sources.

Orphan shutdowns include shutdowns of both
major and minor sources.

No further discount/adjustment applied to
estimate actual emissions.

All orphan shutdowns will be discounted/
adjusted to reflect estimated actual emissions.

No further discount/adjustment for orphan
shutdowns due to BARCT at time of use.

All orphan shutdowns will be discounted/
adjusted to BARCT at time of use by
discounting balances “carried over” from one
year to the next.
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Table 7 (continued)

1990 and Beyond Federal Emission Reductions

AQMD’s Existing NSR Tracking System

AQMD’s Proposed Revised NSR Tracking
System

BACT discount credit portion of newly-issued
ERCs eligible for crediting to AQMD’s offset
accounts (as previously approved by EPA).

No BACT-discount credits from any past or
future-issued ERCs will be eligible for crediting
to AQMD'’s offset accounts except those for
specific projects for which staff has
demonstrated or demonstrates that the BACT
discount is beyond approved SIP rules and
rules scheduled to be approved by AQMD in
the following year’s rule cycle at the time of
use of the credits.

VOC and NOx offsets provided by AQMD for
federal major sources exempted by AQMD at a
ratio of 1.2 to 1.0.

No Change.

No credit taken for surplus reductions from
SOx, CO, and PM10 offsets provided by
AQMD for major sources exempted by AQMD
at a ratio of 1.2 to 1.0 compared to 1.0 to 1.0.

SOx, CO, and PM10 offsets provided by
AQMD for major sources exempted by AQMD
at a ratio of 1.0 to 1.0,

No credit taken for surplus reductions created
from offsets (ERCs) provided (at 120 %) by
minor sources which are not exempt from
offset requirements under AQMD NSR rules
(i.e., >4 but < 10 TPY of VOCs and NOX,
etc.).

Credit taken for surplus reductions created
from offsets (ERCs) provided (at 120 %) by
minor sources which are not exempt from
offsets requirements under AQMD rules (i.e., >
4 but < 10 TPY of VOCs and NOx, etc.).

No credit taken for surplus reductions created
from the 20 % additional SOx, CO, and PM10
offsets (ERCs) provided by major sources at
1.2 to 1.0 ratio compared to 1.0 to 1.0 ratio.

Credit taken for surplus reductions created
from the 20 % additional SOx, CO, and PM10
offsets (ERCs) provided by federal major
sources at a ratio of 1.2 to 1.0 compared to 1.0
to 1.0 ratio.

No credit taken for emission reductions
created from the application of zero BACT
threshold®.,

No Change.

No credit taken for application of LAER in
excess of federal requirements to any increase
in emissions at a major stationary source for
non-ozone precursors (SOx, CO, and PM10).

No credit taken for application of LAER in
excess of federal requirements to any increase
in emissions at a major stationary source for
non-ozone precursors (SOx, CO, and PM10)
at this time. If AQMD decides to pursue use of
such credits in the future, further discussions
with EPA will be necessary.

No SIP adjustment for NSR tracking system.

Appropriate assumptions in the SIP to reflect
NSR tracking system with commitment to
make up any shortfall in next AQMP revision
pursuant to state law.

[€Y)

“Zero BACT threshold” refers to AQMD'’s requirement that BACT applies to all emission increases (no

matter how small) at all sources (no matter how low their potential to emit).
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USE OF CREDITS

The above-described credits will be used to furedQ@iffset Budget as adopted by AQMD’s
Governing Board in Rule 1309.2 in addition to therent use of credits to provide offsets for
federal major sources which are exempt from offsgtirements under AQMD Regulation XIlI
(Rule 1304) and to provide Priority Reserve off¢tsle 1309.1) in order to provide equivalence
to federal NSR requirements. As indicated earéidist of Regulation XIlI provisions for which
sources are exempt from offset requirements and BQBEs its offset accounts to demonstrate
equivalency is presented in Appendix .

DEMONSTRATIONS OF EQUIVALENCY

PR 1315 directs the Executive Officer to make ahagaivalency demonstrations in two steps.
In step one, AQMD will make a preliminary deterntioa of equivalency (PDE) within twelve
months of the close of each reporting period. SROE will be a very conservative
determination based on the reporting period’s cortbidebits but will not include the credits
from that reporting period. Therefore, the PDH vapresent a “worst case” analyses. Provided
the PDE demonstrates equivalency, the orphan siatltor the reporting period will be
reported (and credited) in the subsequent PDHluasrated in Figure 1. However, if the PDE
does not demonstrate equivalency, AQMD will, ap $te0, make a final determination of
equivalency (FDE), which will include the reportipgriod’s orphan shutdown credits. The FDE
will be prepared within six months of the PDE tifreme, as illustrated in Figure 2. For
example, the PDE for reporting year B (includinigdabits for years A and B and orphan
shutdown credits for year A only) will be completagthe end of reporting year C. Provided
this preliminary annual determination for year Brbmstrates equivalency, the year B orphan
shutdowns will be included in the preliminary anindetermination for year C (to be completed

Figure 1
Equivalency Demonstration Timeline
(PDE Demonstrates Equivalency)

" pgr b ——pgr B —W—"pgr [ ——pogr [ ——"pgrE —D‘

Year B "worst case” PDE due (including Year
A & B debits but only Year A orphan shutd own
credits).

Year C "worst case” PDE due (including Year B & C debits but anly
Year B orphan shutdown credits).
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Figure 2

Equivalency Demonstration Timeline
(PDE Does Not Demonstrate Equivalency)

" pgr L —

+—"egr B —™
|

+—agr O —w
|

—agr 0 —®
I

Year B "worst case"” PDE due (including Year A & B debits
but only Year A orphan shutdown credits).

Year BFDOE due {including boath Year A & B
debits and orphan shutdown credits).

Deadline to reestablish equivalency by providing additional credits or do

one ar mare of the fallowing: discontinue funding of the of Priority Resemrre,
discontinue issuance of Offset Budget credits, or amend Rule 1304 to
eliminate some exemptions, as necessary f Year B FOEdoes not demonstrate
equivalency.

Year C "worst case” PDE due (including Year B & C debits but anly Year B orphan shut
down credits).

by the end of year D). On the other hand, if tb&PFor year B does not demonstrate
equivalency, a FDE incorporating year B’s orphamdbwn credits will be prepared within six
months of the end of year C. In lieu of prepaaigDE and an FDE for a particular reporting
period, the Executive Officer may elect to merge RDE into the FDE provided the FDE
includes all of the elements of the PDE which lisumes and it complies with the completion
and reporting requirements of the subsumed PDE offiset accounting will be conducted in
the following order:

1. Subtract year B’s debits from any remaining 1980 credits (1990-2005 timeframe only);
then

2. Subtract any debits remaining after step 1 famypost-1990 credits remaining from year A;
then

3a. If there are no remaining debits, discountpibst-1990 credits remaining from step 2 as
described in the discussion of Surplus Discoufirae of Use. Then add Year B’s credits to
the discounted post-1990 credits remaining front yea

3b. If there are any remaining debits from stem2dgning there are not any post -1990 credits
remaining), subtract year B’s remaining debits frgemar B’s credits.

PR 1315 specifies that each PDE and FDE will begmeed to AQMD’s Governing Board in a
report from the Executive Officer (“Board Letted) a public meeting of the AQMD Governing
Board, no later than the second regularly-sched@leeerning Board meeting after the
conclusion of the applicable twelve-month (PDE¥iermonth (FDE) preparation period. The
reported determinations of equivalency will inclutle balances in AQMD'’s offset accounts, as
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well as summaries of credit and debit data by categuch as Priority Reserve, Community
Bank, and Rule 1304 exemptions.

In addition, pursuant to PR 1315, AQMD will evakegihe future availability of credits in
AQMD’s offset accounts by conducting a two-yearjpction of debits, credits, and account
balances in conjunction with (but not as a pareajh determination of equivalency. This
analysis will include projected debits, creditsq affset account balances for each of the two
years following the subject reporting period. Tiejections for each pollutant will be based on
the average of the previous five years’ credits @eluits for that pollutant. The Executive
Officer will not make quarterly allocations to tReiority Reserve for any pollutant during a time
when AQMD’s offset account for that pollutant ist poojected to remain positi%e The purpose
of the projections is to prospectively determinsufficient offsets will remain in AQMD’s offset
accounts to continue funding the Priority Resetlrey are not intended to demonstrate
equivalency retrospectively.

TRACKING AND BACKSTOP

PR 1315 includes backstop provisions to be trigh@rehe event that an FDE does not
demonstrate equivalency. In such an event, thesbaghrovisions would require AQMD to take
one or more of the following actions to the exteatessary to correct the credit shortfall:

* Provide additional credits within six months of fIBE; such credits could be derived
through AQMD purchase of credits, through AQMD furglof emission reduction projects
using quantification protocols or rules approved®BA on a case-by case or programmatic
basis, application of LAER in excess of federaligements, or other approved sources of
credits.

» Suspend issuance of both Priority Reserve and (Biseéget credits (Rules 1309.1 and
1309.2) within 90 days and not resume the issuahaay such credits until AQMD has
demonstrated that equivalency has been reestathlighguivalency may be reestablished
through procurement of additional offsets and/@rapriate program modifications.

® Offsets provided from the Priority Reserve areigebfrom AQMD’s offset accounts for the period ihgr which
the permit was issued€., for the timeframe they are used) whereas thetgiallocations made to the Priority
Reserve pursuant to Rule 1309.1(a) do not constitebits from AQMD’s offset accounts. The newlpjposed
future years’ projections of balances in AQMD’sseff accounts will include projected use of PrioRBserve and
Offset Budget offsets as well as sources exempieslpnt to Rule 1304. A significant portion of thearterly
allocations to the Priority Reserve are used bycgsuwhich are not subject to federal offset resynantsice.,
federal minor sources) and, therefore, do not ned&® debited from AQMD’s offset accounts for puses
demonstrating equivalency with federal NSR requésts.

" Precise quantification of all surplus credits gated through application of LAER in excess of fadle
requirements may be extremely resource intensiveerefore, AQMD may, with EPA approval, demonstithi
such application of LAER has generated at leastigmsurplus reductions to make up for the shontsithg very
conservative assumptions to estimate the surptiictions.
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 Amend Rules 1309.1, 1309.2 and/or 1304 to restacess by specific sources to the Priority
Reserve and/or to eliminate certain categoriedfesébexemptions, respectively, to be
identified during the rulemaking process.

Table 8
Summary of Changes between AQMD'’S Existing and
Proposed Revised Determinations of Equivalency

AQMD’s Existing NSR Offset Account and AQMD’s Proposed Revised NSR Offset
Tracking System Account and Tracking System
No specific deadlines and equivalency Preliminary (worst case) determination of
demonstration typically completed within two equivalency (PDE) completed within one year
years of the close of the reporting period®. of the close of the reporting period. If PDE

does not verify equivalency, final determination
of equivalency (FDE) completed within six
months of the PDE timeframe.

No projections of future equivalency done with | All annual demonstrations of equivalency (FDE
annual equivalency demonstrations or PDE) will be accompanied by projected

NSR offset account balances for the two years
following the subject reporting period. These
projections are for the purpose of prospectively
determining if sufficient offsets remain in
AQMD'’s accounts to continue providing Priority
Reserve offsets and will not constitute a part of
the determinations of equivalency.

Funding of Priority Reserve conducted Executive Officer to exercise the option to
guarterly on an automatic basis without discontinue funding the Priority Reserve upon
utilization of any projections of AQMD’s offset | finding that AQMD'’s offset accounts do not
account balances. include sufficient credits. This will include

discontinuation of funding when offset account
balance projections in the most recent
determination of equivalency do not indicate
equivalency for the current reporting period.

& However, AQMD did not previously prepare an eqlémay demonstration for the period post 2002 uriiv (see Appendix
C) in order to address EPA’s concerns and, asudtreslize the proposed revised NSR Tracking 8ysprocedures.
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Table 9
Summary of Changes between AQMD’S Existing and
Proposed Revised Backstop Measures:

AQMD’s Existing NSR Offset Account and AQMD’s Proposed Revised NSR Offset
Tracking System Account and Tracking System
No backstop measures identified for Several backstop provisions identified in the
addressing potential shortfalls in AQMD'’s proposed tracking rule, one or more to be
offset accounts. implemented as needed to return AQMD'’s

NSR program to equivalency with federal NSR

requirements and correct any credit shortfall:

» Provide additional credits within six months
of the FDE; to be derived from AQMD
purchase of credits, AQMD funding of
emission reduction projects using
guantification protocols or rules approved
by EPA, application of LAER in excess of
federal requirements, or other EPA-
approved credit sources.

= Suspend issuance of both Priority Reserve
and Offset Budget credits within 90 days,
not to be resumed until equivalency has
been reestablished.

=  Amend Rules 1309.1, 1309.2, and/or 1304
to eliminate access to the Priority Reserve
by certain sources and/or certain offset
exemptions, respectively.

CEQA ANALYSIS

Pursuant to the California Environmental Qualityt LCEQA), the SCAQMD is the Lead
Agency and has reviewed the proposed rule pursad@EQA Guidelines §15002 (k)(1) here
are no reasonably foreseeable environmental impestdting from PR1315. Therefore,
PR1315 is not a “project” under CEQAurthermore, because the proposed rule specifies
New Source Review reporting procedures and, thexef® administrative in nature, it can be
seen with certainty that there is no possibiligttthe proposed rule in question has the potential
to have a significant adverse effect on the enwiremt. Thus, even if the proposed rule is
determined to be a “project” under CEQA, it is ex¢fnom CEQA pursuant to CEQA
Guidelines 815061 (b)(3) - Review for Exemption.NAtice of Exemption will be prepared
pursuant to CEQA Guidelines 815062 - Notice of Eggam. The Notice of Exemption will be
filed with the county clerks of Los Angeles, OranBeverside and San Bernardino counties
immediately following the adoption of the proposatt. Please refer to the Addendum to the
Staff Report for CEQA comments and responses.
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SOCIO-ECONOMIC IMPACTS

PR 1315 will formalize the accounting proceduresAQMD will use in demonstrating the
equivalency of Regulation XllII to the federal nesusce review requirements for sources which
do not provide their own offsets yet are subjed¢htfederal NSR requirements for offsets. It
will require annual equivalency demonstrations imitiivelve months after the close of each
reporting period. Additionally, a two-year project of credits and debits will be made along
with each equivalency demonstration following esggorting period. The AQMD will be able
to stop funding of the Priority Reserve and willreguired to implement backstop measures if
there is a shortfall in its offset accounts.

The elimination of banked credits from BACT discguannual discount of newly-generated
credits, and significant adjustments (overall 6@e#tuctions) to the pre-1990 balances and the
removal of pre-1990 balances after calendar ye@s 240l reduce the number of credits in the
AQMD'’s offset accounts. On the other hand, mirmrrse shutdowns will increase credits
available. However, it is too speculative to pebjine amounts of all these categories for future
years until the close of each period.

The AQMD’s offset accounts have not experienceldaattall historically. The backstop
provisions would forestall future shortfalls. Tingpact of backstop provisions cannot be
evaluated at this time due to their speculativeineat However, the suspension of offset funding
within 90 days of a demonstrated FDE shortfalypplicable, might delay the start of new
sources since currently there is no stipulatiotodanding suspension.

AQMP AND LEGAL MANDATES

The California Health and Safety Code requiresA@&1D to adopt an Air Quality Management
Plan (AQMP) to meet state and federal ambientwztity standards in the South Coast Air
Basin. In addition, the California Health and $aféode requires that the AQMD adopt rules
and regulations that carry out the objectives efAIQMP. While Proposed Rule 1315 is not a
control measure included in the AQMP, its requireteare consistent with the AQMP
objectives.

RESOURCE IMPACTS

Due to the volume and complexity of analysis reegljit is estimated that implementation of PR
1315 will require one full time employee and $18®@,n programming costs for enhancements
to AQMD’s New Source Review computer program.

PR 1315 AND STAFF REPORT COMMENTS AND RESPONSES

Comment: A chart showing the impacts of the proposed amemisto Rule 1309.1 scheduled
for a Public Hearing in September 2006 might béuihed in the staff report and
discussed.

Response: The impacts of the proposed amendments to Rul@.120e thoroughly addressed
in the staff report for that proposed rulemakif@gr example, the preliminary draft
staff report for the proposed amendments to Rul2 EHhd Rule 1309.1 includes a
table summarizing estimated demand for PrioritydRes offsets for each of the
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Comment:

Response:

Comment:

Response:

Comment:

Response:

categories of sources which are proposed to be&gikert-term access to the
Priority Reserveife., in-basin electrical generating facilities (EGE&ergy projects
of regional significance, out-of-basin EGFs, anasbiids projects). The totals
presented in that table are reproduced below feremce (in pounds per day),
along with the fractions of AQMD’s 2004 offset acow balances and of AQMD'’s
projected 2006 offset account balances the esttht@mand represents for each
pollutant (as a percent):

VOC NOx SOx CO PM10
Pre-2010 6,404 41 1,479 8,827 3,825
Total
Post-2010 491 22 -- 113 22
Total
Fraction of 4.2 % 0.11 % 6.6 % 44 % 18 %
2004 Balance
Fraction of 49 % 0.12 % 16 % 40 % 15 %
2006 Balance

" 2006 balances are projected, refer to Appendix Il

Please refer to the staff report for Proposed R8@2 and Proposed Rule 1309.1
for a complete discussion of the impact of thesppsed amendments.

It is still unclear if AQMD intends to require C&edits of sources given the
pending attainment demonstration.

CO offsets will be required until such time as Ef&A re-designates this region as
an attainment area..

At the end of the first paragraph in the Execueenmary, it would be appropriate
to add some comforting words to the effect thatgig holders of ERC certificates
are not impacted by this action.

A statement to this effect has been added to xleelEive Summary.

Please clarify that surplus adjustments at timesefat PR 1315(b)(4), which we
understand will be done on a programmatic basitpiallowed the opportunity
for public comment and Board approval.

The short timelines which apply to the completdrach demonstration of
equivalency (one year for each PDE and an additgiranonths for each FDE)
make a public comment period and Governing Boamiaal of the surplus
adjustments infeasible prior to completion of edemonstration. However, these
discounts will be included in the reports to thev@&ming Board prepared for each
demonstration of equivalency. These reports, tholyithe surplus at time of use
adjustments, will be subject to public comment &u¥erning Board review and
approval. Therefore, public comment and Goveridogrd review and approval
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Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

Commernt:

Response:

Comment:
Response:

Comment:

Response:

prior to completion of each demonstration of egl@may is unnecessary and would
be redundant.

It is unclear why PR 1315(b)(2) and PR 1315(bf}R)¥) discuss offset ratios for
extreme non-attainment air contaminants and threcyssors when we are currently
designated as Severe-17.

The federally-required offset ratio for extremenraitainment air contaminants and
their precursors is 1.2:1.0. The proposed rulgdage was written to be consistent
with federal requirements. This language elimisdle need to amend this rule if
AQMD’s attainment status changes in the futuree &ppropriate offset ratios will
be used in each demonstration of equivalency bais¢ke attainment status(es) that
pertain to the subject reporting period for eacttantaminant.

At PR 1315(b)(3)(A)(i) and (ii), we cannot findfdetions of the terms “orphan
shutdowns” and “orphan reductions” within the tekthe proposed rule or the text
of Proposed Amended Rule 1302.

Definitions of “orphan shutdown” and “orphan retlan” are now included in
subdivision (b) of PR 1315.

At PR 1315(b)(3)(A)(iii), will the major sourcergshold be considered to be 25
TPY for VOC and NOx?

The major source thresholds (the potential to émésholds below which a facility
is a minor source and at or above which a faadity major source) are contained in
Rule 1302. Therefore, the thresholds which appang point in time are those
which are contained in the most-recently SIP-apgdoxersion of Rule 1302 at that
time. Currently, those thresholds for VOC and Nfdx ten tons per year in the
South Coast Air Basin, 25 tons per year in SCAQMastion of the Salton Sea

Air Basin, and 100 tons per year in SCAQMD'’s partaf the Mojave Desert air
Basin.

At, PR 1315(b)(3)(A)(v), the “Community Bank” terdoesn’t actually exist in
name within the New Source Review rules.

The term “Community Bank” refers to the meanintabbshed and used by the
June 28, 1990 and May 3, 1991 revisions of Rul®1130

At PR 1315(b)(3)(B)(i), how can a paragraph bespant to itself [(b)(3)(B)]?
The references in PR 1315b)(3)(i) have been ctadec

Subparagraphs (b)(3)(D), (b)(3)(E), and (b)(3x{&)not seem to exist.
The references in PR 1315b)(3)(ii) have been ctede

In the backstop provisions at PR 1315(e), why wotithe Offset Budget
procedures in Rule 1309.2 be discontinued first?

As proposed to be amended, Rule 1309.1 givesxbeutive Officer the authority
to discontinue funding of the Priority Reserve with Governing Board action.
Rule 1309.2 does not give the Executive Officerlginauthority regarding the
Offset Budget. Therefore, discontinuation of furglof the Offset Budget would
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require Governing Board action and could not bemete in as short a timeframe
as could discontinuation of funding the PrioritysRese. Note that the authority to
discontinue funding of the Priority Reserve doessuggest that the Executive
Officer has the authority to discontinue use ofPherity Reserve so long as it
continues to have positive account balances.

DRAFT FINDINGS

Before adopting, amending or repealing a rule AQRMD Governing Board shall make
findings of necessity, authority, clarity, consigtg, non-duplication, and reference, as
defined in Health and Safety Code Section 40727 draft findings are as follows:

Necessity— The AQMD Governing Board has determined thatadnexists to adopt
Proposed Rule 1315 — Federal New Source Reviewkin@gcSystem, to formalize
AQMD's accounting methodology for tracking changesits internal NSR offset
accounts for the purpose of demonstrating programrmguivalency between AQMD's
NSR program and federal NSR requirements.

Authority — The AQMD Governing Board obtains its authority ddopt, amend, or
repeal rules and regulations from Sections 400Q7,02, 40725 through 40728, and
42300et seqof the California Health and Safety Code.

Clarity — The AQMD Governing Board has determined thatpBsed Rule 1315 —
Federal New Source Review Tracking System, as gexpoo be adopted is written or
displayed so that its meaning can be easily unueddby the persons directly affected by
it.

Consistency— The AQMD Governing Board has determined thapBsed Rule 1315 —
Federal New Source Review Tracking System, as gexpto be adopted is in harmony
with, and not in conflict with or contradictory texisting statutes, court decisions, or
state or federal regulations.

Non-Duplication — The AQMD Governing Board has determined thatpBsed Rule
1315 — Federal New Source Review Tracking Systesrgraposed to be adopted, does
not impose the same requirements as any existemg st federal regulation and is
necessary and proper to execute the power andsdyated to, and imposed upon, the
AQMD.

Reference — The AQMD Governing Board, in adopting this ruleferences the
following statutes which the AQMD hereby implementgerprets, or makes specific:
Health and Safety Code Sections 42300 et seq. Bah @.ir Act Sections 172, 173, and
182(e).
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CONCLUSIONS AND RECOMMENDATIONS

The comparative analysis referred to in Health @afitty Code Section 40727.2 is not
required because PR 1315 does not establish amesiens limit, make an existing

limit more stringent, or impose new or more strimg@onitoring, reporting, or
recordkeeping requirements on a source. Similtre/proposed rule will not impose any
requirements on regulated sources so the increirmgbeffectiveness analysis
identified in Health and Safety Code Section 408Z@hich only applies to adoption of
rules or regulations which require use of bestlaisé retrofit control technology or
which are feasible measures pursuant to HealttSafety Code Section 40914) is not
required.

Staff recommends adoption of Proposed Rule 1318h#reasons stated in this staff
report.
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APPENDIX |
AQMD’S NSR OFFSET TRACKING—UPDATED RUNNING BALANCES

As explained in detail in the main body of thisfistaport, AQMD staff has devoted considerable
resources to re-evaluating and revalidating itsedfbccounts:

= The pre-1990 credits were adjusted and reducesflext the quantities for which AQMD
retains full or partial records documenting thed@ramounts;

= The post-1990 credits were updated to reflect ligeodity and quantification requirements
contained in PR 1315;

= The post-1990 debits were updated to reflect tigghdity and quantification requirements
contained in PR 1315; and

= The accounting procedures were updated to refiecptocedures contained in PR 1315.

These updates are all discussed in greater detidaéimain body of this staff report. Their
combined impacts are significant changes in bagptie-1990 and post-1990 balances in
AQMD’s offset accounts (overall 60 % and 42 % raadhus, respectively, in the pre-1990 and
2002 offset account balances). These changesianm®arized in Tables 1, 3, and 5. Table I-1
provides much greater line-by-line detail regardimg offset accounts over time. Each source of
credit or debit in Table | is cross referencechi® PR 1315 rule section in each line immediately
after the description of such credit or debit.
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APPENDIX I
LIST OF SOURCES EXEMPT FROM OFFSET REQUIREMENTS AND PROVISIONS
COVERED BY EQUIVALENCY SHOWING

The following sources are exempt from AQMD’s NSKsef requirements or their offsets from
AQMD’s Priority Reserve or Offset Budget but ar¢ agempt from federal NSR offset
requirements. Therefore, use of these exemptionseof Priority Reserve or Offset Budget
offsets by major sources constitutes debits fronMA(® offset accounts and is reflected in
AQMD’s demonstrations of equivalency. Items lisbedow in italics are not currently in
AQMD’s NSR program but are proposed for inclusiotoiRule 1309.1 — Priority Reserve by the
Governing Board at a Public Hearing currently scthedl for September 8, 2006.

Rule 1304 - Exemptions:

Q) Replacements need to be tracked because of PTHRase1304 (a)(1)
Emissions will generally be lower due to BACT. AQ@Mvill demonstrate through
representative analysis that emission reductiam BACT exceed those needed for
offsets pursuant to actual — potential analysis.

(2) Relocations need to be tracked because of PTEihasel1304(c)(1)
Emissions will generally be lower due to BACT.

(3)  Abrasive Blasting Equipment

(4)  Air Pollution Control Strategies

(5) Emergency Equipment

(6) Portable Internal Combustion Engines

(7) Methyl Bromide Fumigation

(8) Replacement of Ozone Depleting Compounds

(9) Portable Equipment

(10) Regulatory Compliance

(11) Regulatory Compliance for Essential Public Services

(12) Facility Exemption (VOC, NOx, SOx, or PM10 PTE l¢lsan 4 tons per year or CO PTE
less than 29 tons per year)

(13) Resource Recovery
(14) Electric Utility Boilers Alt Energy

Rule 1309.1 - Priority Reserve

The Priority Reserve, which is funded from AQMDTset accounts, provides a source of
emission offsets for certain priority categoriesofirces. Except as noted below, these offsets
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are provided by AQMD at no cost to the operatone Various categories of sources eligible to
access the Priority Reserve are summarized below:

Q) Innovative Technology
Use of a technology that results in significantlwér emissions than would the use of
BACT.

(2) Research Operations
Projects with the purpose of “investigation, [expemtation], or research to advance the
state of knowledge or the state-of-the-art.” Ladito at most two years.

3) Essential Public Service
Sources in the following categories located atitaes where all sources operate at or
below BARCT levels
= Publicly-owned sewage facilities;

= Prisons;

= Police facilities;

= Fire fighting facilities;

= Schooaols;

= Hospitals;

= Construction/operation of landfill gas control @opessing facility;
= Water delivery operations;

= Public transit; and
= Public Biosolids processing facilities.

4) Electrical Generating Facilities (2000 through 200
Specified categories of facilities that generageteicity; meet BARCT for all sources;
applicant has conducted a due diligence efforttue ERCs on the open market;
applicant has applied for California Energy Commoissertification or AQMD permit to
construct during calendar years 2000, 2001, 2002003; and applicant pays the
following fee for each pound of Priority Reservésets obtained (VOC and NOx not
available for these sources):
= $25,000 per pound PM10 and day;
=  $8,900 per pound SOx per day; and
= $12,000 per pound CO per day.

) Electrical Generating Facilities, Energy ProjectsRegional Significance, Electrical
Generating Facilities in Downwind Air Basins, andriNPublic Biosolids Processing
Facilities (2005 though 2008)

Electrical generating facilities, energy projectisregional significance, electrical
generating facilities in downwind air basins, anghrpublic biosolids processing
facilities that meet BARCT for all sources; appifitas conducted a due diligence effort
to acquire ERCs on the open market; applicant hgdiad for California Energy
Commission certification or AQMD permit to constrdaring calendar years 2005

September 8, 2006



List of Sources Exempt from Offset Requirements and Page II-3
Provisions Covered by Equivalency Showing

2006, 2007, or 2008; and applicant pays the folloyiee for each pound of Priority
Reserve offsets obtained (VOC and NOx not availablthese sources):
= $50,417 per pound PM10 and day;

= $15,083 per pound SOx per day; and

= $12,000 per pound CO per day;

(6) Electrical Generating Facilities in Downwind Air Bims, (2005 though 2008)
Electrical generating facilities in downwind air sias, that meet BARCT for all sources;
applicant has conducted a due diligence effortdquare ERCs on the open market;
applicant has applied for California Energy Comnsscertification or AQMD permit
to construct during calendar years 2005 2006, 2@ 72008; and applicant pays the
following fee for each pound of Priority Reservisets obtained (NOx, SOx, CO, and
PM10 not available for these sources):
= $1,410 per pound VOC per day.

Rule 1309.2 - Offset Budget

Sources that are not exempt from offset requiresneatsuant to Rule 1304 and are not eligible
to obtain offsets from the Priority Reserve mayagbbffsets from the Offset Budget provided
they meet certain criteria

(1) All sources the applicant owns or operates comjitly #%ARCT;
(2) Applicant has conducted a due diligence effortaguare ERCs on the open market;

(3) Applicant pays the appropriate mitigation fee (lolase pollutant and pounds of offsets
obtained) specified in Regulation Ill — Fees; and

(4) Applicant publishes a notice (prepared by AQMD’Eixtive Officer) in a newspaper of
general circulation in each of the four countie&{MD, sends copies of the notice to the
Administrator of EPA’s Region IX and the Executi@éficer of the California Air Resources
Board, and responds to all public comments recenigdn 30 days of publication.

! The Offset Budget has not been implemented bedahas not been approved into the State Implertient®lan,
as required by the express terms of Rule 1309 @®&éf can be implemented.
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APPENDIX IlI
PROVISIONAL FINAL DETERMINATIONS OF EQUIVALENCY
FOR 2002-2003 AND 2003-2004

SYNOPSIS

This report presengzovisionalfinal determinations of equivalency for August 2@@rough

July 2003 and August 2003 through July 2004. Ahsii provides provisional information
regarding the status of Regulation XIll — New SeuReview (NSR) in meeting federal NSR
requirements and shows that AQMD’s NSR programiwasmpliance with applicable federal
requirements during the periods covered. Stafinoaginalized all elements of the data analysis,
but has taken a conservative approach so doexpettdarge changes in the results (small
increases in some ending offset account balancg®atar). A second report will be prepared
presenting the final determinations upon completibstaff's data analysis. This second report
will satisfy the reporting requirements of subdiers(b) of Rule 1310 — Analysis and Reporting
and of subdivisions (c) and (d) of Proposed Rul51:3FederalNew Source Review Tracking
System (PR 1315).

SUMMARY

AQMD’s NSR Rules and Regulations are designed ppast efforts to attain and maintain
compliance with the federal and state air qualiydards and to ensure that emissions increases
from new and modified sources do not interfere witbh efforts, while maintaining economic
growth in the South Coast region. Regulation XMew Source Review regulates emissions
increases and accounts for all emission changéls (ihicreases and decreases) from the
permitting of new, modified, and relocated sounsegkin AQMD with the exception of NOx

and SOx sources subject to Regulation XX — RegiG®hehn Air Incentives Market

(RECLAIM)™.

The annual reports on the status of Regulation (K&l determinations of equivalency,
or FDE) cover NSR activities for twelve-month pelscand the last report submitted to
the Board on April 2, 2004 covered the period frdagust 2001 through July 2002 for
both federal and state NSR requirements. The gianal FDEs presented in this report
cover the periods August 2002 through July 2003Auglist 2003 through July 2004
and demonstrate compliance with federal NSR remerds by establishing aggregate
equivalence with federal offset requirements farses which obtain their offsets from
AQMD. A separate FDE report presenting the FDEdHese two time periods will be
prepared by AQMD staff and submitted to the GovegrBoard. This FDE will also
address equivalency between AQMD’s NSR programssate NSR requirements.

! While the RECLAIM program is different than commaamt control rules for NOx and SOx and it provides
greater regulatory flexibility to businesses, itSRIrequirements, as specified in Rule 2005, arigided to
comply with the governing principles of NSR contdrin the federal Clean Air Act (CAA) and the Catlifia
State Health and Safety Codes.
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The provisional results of the analysis for the Astg2002 through July 2003 and August
2003 through July 2004 timeframes are summarizémhbe Tables IlI-1 and lII-2,
respectively. Additionally, projected credits, dspand balances for the August 2004
through December 2005 and the January 2006 thrDegember 2006 timeframes are
presented in Table IlI-3. These results demorestredt there were, and it is projected
that there will be, adequate offsets available ittgate all emission increases during
these reporting periods. This report, therefoemanstrates that AQMD’s NSR program
continues to meet federal offset requirements smdjuivalent to those requirements on
an aggregate basis

Table IlI-1
August 2002 through July 2003 Starting Balances,
Net Activity, and Ending Balances for AQMD’s Offset Accounts

DESCRIPTION VOC NOx SOx (6{0) PM10
Starting Balance* (ton/day)| 68.37 28.77 10.72 7.84 7.66
Total Credits** (Ib/day)| 13,515 5,908 545 7,149 3,480
Total Debits** (Ib/day)| -1,424 -2,066 -135 -4,544 -211
Sum of Credits/Debits** (Ib/day) 12,091 3,842 410 2,605 3,269
Sum of Credits/Debits** (ton/day) 6.05 1.92 0.20 1.30 1.63
Surplus Adjustment*** (ton/day)| -0.46 -0.44 0.00 0.00 0.00
Ending Balance**** (ton/day)| 73.96 30.25 10.92 9.14 9.29

* The revised 2002 running balances as shown in Table 5 of the staff report and Table I-1 of

Appendix I.

**  Refer to PR 1315(b) and the staff report to which this report is attached for an explanation
of the sources of credits and debits. Credits are shown as positive and Debits as negative,
while sum of Credits/Debits and Net Activity are shown as positive or negative, as
appropriate.

***  Surplus at the time of use discount pursuant to PR 1315(b)(4).

***%  "Ending Balance” equals the “Starting Balance” plus the sum of credits and debits and
plus any surplus adjustments.

2 AQMD’s NSR program is deemed to be equivalenettefal offset requirements because AQMD’s endifggof
account balances remained positive, indicatingetiveare adequate offsets during this period.
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and Ending Balances for AQMD’s Offset Accounts

Table 11I-2
August 2003 through July 2004 Net Activity, Starting Balances,

DESCRIPTION VOC NOx SOx (6{0) PM10

Starting Balance* (ton/day)| 73.96 30.25 10.92 9.14 9.29

Total Credits** (Ib/day)| 18,795 3,912 1,833 5,634 2,639

Total Debits** (Ib/day) -539 -1,610 -3 -3,521 -245

Sum of Credits/Debits** (Ib/day) 18,256 2,302 1,830 2,113 2,394
Sum of Credits/Debits** (ton/day) 9.13 1.15 0.92 1.06 1.20
Surplus Adjustment*** (ton/day)| -0.52 -2.21 -0.59 0.00 0.00
Ending Balance**** (ton/day)| 82.57 29.19 11.24 10.20 10.49

* Same as “Ending Balance” from Table IlI-1

**  Refer to PR 1315(b) and the staff report to which this report is attached for an explanation
of the sources of credits and debits. Credits are shown as positive and Debits as negative,

while sum of Credits/Debits are shown as positive or negative, as appropriate.

***  Surplus at the time of use discount pursuant to PR 1315(b)(4).
***%  "Ending Balance” equals the “Starting Balance” plus the sum of credits and debits and

plus any surplus adjustment.
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Table 11I-3
Projected Credits, Debits, and Balances for August 2004 through
December 2005 and January 2006 through December 2006
(Tons per Day)

DESCRIPTION VOC NOx SOx CO PM10
8/2004 Starting Balance* 82.57 29.19 11.24 10.20 10.49
8/2004-12/2005 Credits**|  7.58 2.79 0.67 2.88 1.89
8/2004-12/2005 Debits**| -1.04 -1.11 -0.02 -2.36 -0.43
8/2004-12/2005 Surplus Adjustment| -1.82 -0.97 -0.19 0.00 0.00
12/2005 Ending Balance** 87.29 29.90 11.70 10.72 11.95
Removal of Unused Initialf -20.89 -3.85 -7.40 0.00 0.00
Balances**
1/2006 Starting Balance** 66.40 26.05 4.30 10.72 11.95
1/2006-12/2006 Credits**|  5.35 1.97 0.47 2.03 1.34
1/2006-12/2006 Debits**| -0.74 -0.78 -0.01 -1.67 -0.30
1/2006-12/2006 Surplus Adjustment| -1.31 -0.76 -0.13 0.00 0.00
12/2006 Ending Balance** 69.70 26.48 4.63 11.08 12.99

* Same as “Ending Balance” in Table IlI-2.
**  Projected pursuant to PR 1315(d).

BACKGROUND
AQMD originally adopted its NSR program in 1976.SUEPA approved AQMD’s NSR
program into California’s State Implementation Pilaitially on January 21, 1981
(46FR5965) and again on December 4, 1996 (61FR§4281e original program has
evolved into the current version of the Regulai rules in response to federal and
state legal requirements and the changing neetthe dbcal environment and economy.
The most recent amendments to the NSR rules wegedion December 6, 2002 to
facilitate and provide additional options for ctegieneration. The most notable changes
in those amendments are summarized below:
» Short Term Credits (STC)
Rules 1303 — Requirements and 1309 — Emission ReduCredits and Short Term Credits
now provide for the generation and use of shom teffsets for stationary sources. These
credits can be generated by stationary sourcess@ioni Reduction Credits or ERCs), mobile
sources (MSERCSs), and area sources (ASERCSs).
* Extended ERC Filing Deadline
Rule 1309 — Emission Reduction Credits and ShamnTeredits’ deadline to apply to bank
an ERC was extended from 90 days after to 180 aféesthe emission reduction occurring.
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» Offset Budget
Rule 1309.2 — Offset Budget creates a “bank ofrlzstrt” to provide offsets for sources that
are unable to otherwise obtain needed offsets.

Also in April and November 2001, AQMD amended R1B99.1 to allow electric generating
facilities (EGFs) to be able to access the PridRigdgerve to purchase emission credits. The
amendments to Rule 1309.1 were approved by EPAet&IP on June 19, 2006. EPA has not
yet taken SIP action on the amendments to Rule3 480 1309 or the adoption of Rule 1309.2.
EPA has indicated that AQMD’s adoption of an enaisgracking rule (such as PR 1315) is
necessary before Rule 1309.2 can be approvedhetSIP.

AQMD’s NSR program is designed, amongst other thing, at a minimum, offset emission
increases in a manner equivalent to federal stgtid8R requirements. To this end, AQMD'’s
NSR program implements the federal statutory requents for NSR and ensures that
construction and operation of new and modified sesidoes not interfere with progress towards
attainment of the National and State Ambient Aila@y Standards. AQMD’s computerized
emission tracking system is utilized to demonsteaga@ivalence with federal offset requirements
on an aggregate basis. Specific NSR requireméiiésieral law are presented below.

Federal Law

Federal law requires the use of Lowest AchievalphesBion Rate (LAER) and offsets for new,
modified, and relocated major stationary soutcé&ffective November 15, 1992, the federal
Clean Air Act (CAA) requires a 1.5-to-1 externalsett ratio for major stationary sources located
in an extreme ozone non-attainment area. Forépisrting period the South Coast Air Basin
(SOCAB) is one of only two areas in the nation tineed been designated as extreme ozone non-
attainment. An extreme ozone non-attainment am@aqualify for a 1.2-to-1 offset ratio if it
requires implementation of federal Best Availabtan@ol Technology (BACT), as defined in
CAA Section 169(3) for prevention of Significantt®goration of Air Quality on all major
sources [CAA Section 182(e)(1)]. The federal d&tin of BACT is equivalent to state Best
Available Retrofit Control Technology (BARCT), wiidAQMD implements through its
Regulation XI — Source Specific Standards and o@D rules and regulations. AQMD
meets this criterion and uses a 1.2-to-1 offs@.rdh addition, AQMD not only requires the 1.2-

3 The October 20, 2000 amendments to Rule 1302 iibefs changed the "major stationary source"shodds applicable to
AQMD's jurisdiction. The applicable thresholds thgr the time period covered by this report werswamarized below:

Pollutant SOCAB SSAB MDAB
VOC 10 tons per vear 25 tons per vear 100 tons per vear
NOx 10 tons per vear 25 tons per vear 100 tons per vear
SOx 100 tons per vear 100 tons per vear 100 tons per vear
PM10 70 tons per vear 70 tons per vear 100 tons per vear
CO 50 tons per vear 100 tons per vear 100 tons per vear

4 The South Coast Air Basin is currently classifigcEPA in severe 17 ozone non-attainment statusveder, this basin was
designated as extreme non-attainment during thatieg periods covered by this demonstration ofiesjance.
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to-1 offset ratio for all federal sources, but alsquires the same offset ratio for non-federal
sources

Based on their classification, the SOCAB and SaBiea Air Basin (SSAB) must comply with

the requirements for extreme and severe non-ateihareas, respectively, for ozone precursors
(i.e., VOC and NOx). Both the SOCAB and the SSAlBshat this time comply with the
requirements for serious non-attainment areasNtit@Pand its precursors (i.e., VOC, NOx, and
SOx). For CO, the SOCAB must comply with the regients for serious non-attainment areas;
however SSAB is considered attainment for CO. SB®Ad one federal CO exceedance in
2002 and has not had any since that time. AQMDré@sested EPA to re-designate SOCAB as
attainment with federal CO standards and is wallimdgEPA'’s action on that request. Both
SOCAB and SSAB are considered attainment foy &@ NQ, however SOx and NOx are
precursors to pollutants for which both SOCAB a®h8 are designated as non-attainrfient
The Mojave Desert Air Basin (MDAB) is currently dassified for all pollutants. The various
attainment statuses for the VOC, NOx, SOx, PM1@,@@ in the three air basins for this
reporting period result in the major source thrédhpresented by pollutant and air basin in
footnote 3 on the previous page. This report destnates compliance with the federal NSR
requirements.

OVERVIEW OF ANALYSIS METHODOLOGY
The two major elements of federal NSR requiremardd AER and emission offsetting.
AQMD’s BACT requirements are at least as stringemtederal LAER for major sources.
Furthermore, the NSR emission offset requiremdrasAQMD implements through its
permitting process ensure that sources providessoniseduction credits (ERCSs) to offset their
emission increases in compliance with federal mequents. As a result, these sources each
comply with federal offset requirements by provgltheir own ERCs. However, certain sources
are exempt from AQMD'’s offset requirements pursuarRule 1304 or qualify for offsets from
AQMD’s Community Bank (applications received betwé&actober 1, 1990 and February 1,
1996 only) or Priority Reserve, both pursuant t¢eRLB09.1. AQMD has determined that
providing offset exemptions and the Priority Resglas well as the previously-administered
Community Bank) is important to the NSR program #redlocal economy while encouraging
installation of control equipment. Therefore, AQMBs assumed the responsibility of providing
the necessary offsets for exempt sources, theityriReserve, and the Community Bank. This
report examines credits to and debits from AQMDrisssion offset accounts and demonstrates
programmatic equivalence on an aggregate basisfedtdral emission offset requirements for
the sources exempt from providing offsets and theces that receive offsets from the Priority
Reserve or the Community Bank.

AQMD’s Offset Accounts

For the purposes of this report, debit and credibanting for AQMD'’s offset accounts was
conducted pursuant to the procedures delineate®ith315 and described in the staff report to

®> Non-federal sources that do not meet any of tlengtion criteria of Rule 1304 and that do not dyab obtain
offsets from the Priority Reserve are also requingdQMD to provide offsets (i.e., ERCSs) at a ragfdl.2-to-1.
® SOx is a precursor to PM10 and NOx is a precursboth PM10 and ozone.
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which this is attached. Each of the five pollusasiibject to offset requirements (VOC, NOX,
SOx, CO, and PM10) has its own offset account. ATBMWSR program is considered to
provide equivalent or greater offsets of emiss@sisequired by federal requirements for each
subject pollutant provided the balance of creditsih AQMD’s offset account for each pollutant
remains positive, indicating that there were adegjofsets available.

Debit Accounting

On the other hand, AQMD also tracks all emissiamaases that are offset through the Priority
Reserve or the Community Bank, as well as all that are exempt from offset
requirements pursuant to Rule 1304 — Exemptiorges@& increases are all debited from
AQMD'’s offset accounts when they occur at majorrees. AQMD uses an offset ratio of 1.2-
to-1.0 for extreme non-attainment pollutants (cotlseozone and ozone precursors) and uses
1.0-to-1.0 for all other non-attainment pollutafiten-ozone precursors) at this time to offset any
such increases. That is, at this time 1.2 pouregldeducted from AQMD'’s offset accounts for
each pound of maximum allowable permitted potemtiamit VOC or NOx increase at a federal
source 1.0 pound for each pound of maximum allogvabimitted potential to emit SOx, CO, or
PM10 at a federal source. Refer to the PR 13Xbrsfaort for a more complete description of
debit accounting.

Credit Accounting

When emissions from a permitted source are perntignmeduced (e.g., installation of control
equipment, removal of the source) and the emiggiduction is not required by rule or law and
is not called for by an AQMP control measure thes heen assigned a target implementation
daté€, the permit holder may apply for ERCs for the pi@lhts reduced. If the permit holder for
the source generating the emission reduction hexaqarsly received offsets from AQMD or has
a “positive balance” (i.e., pre-1990 net emissiwerease), the quantity of AQMD credits used or
the amount of the positive balance is subtractewh fthe reduction and “paid back” to AQMD’s
accounts prior to issuance of an ERC pursuant te R206. In other cases, permit holders do
not always submit applications to claim ERCs faitlequipment shutdowns or other eligible
emission reductions. These unclaimed reductiomsederred to as “orphan shutdowns” or
“surplus reductions” and are credited to AQMD’sseff accounts. ERCs provided as offsets by
major sources in excess of the applicable federatiyired offset ratio and all ERCs provided as
offsets by minor sources are also credited to AQ8/@¥fset accounts. Refer to the PR 1315
staff report for a more complete description ofidraccounting.

PROVISIONAL DEMONSTRATIONS OF EQUIVALENCE WITH FEDE RAL
OFFSET REQUIREMENTS
Table I1l-4 presents the total emission increasdstdd from AQMD'’s offset accounts from
August 2002 through July 2003. Credits to AQMDffset accounts during the same period are
summarized in Table llI-5. Finally, the sum of deind credit activity for the federal accounts is
displayed in Table llI-6. Similarly, Tables IlI-#l-8, and 11I-9 summarize the debits, credits,

" Refer to Rule 1309(b) for a complete explanatibaligibility requirements.
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and net activity, respectively, for August 2003tgh July 2004. Refer to PR 1315 and the staff
report to which this report is attached for an arption of the sources of credits and debits.

Table llI-4
Debits from AQMD’s Offset Accounts
(August 2002 through July 2003)

DISTRICT OFFSETS USED VOC NOXx SOx (6{0) PM10
Priority Reserve* (Ib/day)| 383 867 135 2,249 159
Community Bank (Ib/day) 0 14 0 0 0

Rule 1304 Exemptions (Ib/day)| 804 841 0 2,295 52

Sum Total of AQMD Offsets (Ib/day)| 1,187 | 1,722 135 4,544 211

120% Offset Ratio (Ib/day)| 237 344 N/A N/A N/A

Total Debit to AQMD Account  (Ib/day)| 1,424 | 2,066 135 4,544 211

Total Debit to AQMD Account  (ton/day)| 0.71 1.03 0.07 2.27 0.10

* Includes electrical generating facilities and other sources accessing the Priority Reserve.

Table IlI-5
Credits to AQMD'’s Offset Accounts
(August 2002 through July 2003)

CREDITS RECEIVED* VOC NOXx SOx CO PM10

Major Source Orphan Credits (Ib/day)| 4,619 | 4,289 58 3,995 | 2,879

Minor Source Orphan Credits (Ib/day)| 11,955 | 2,998 549 4,690 | 1,253

Total Orphan Credits (Ib/day)| 16,574 | 7,287 607 8,685 | 4,132

Adjustment to Actual Emissions* (lb/day)| -3,315 | -1,457 | -121 | -1,737 | -826

Discount of ERCs** (Ib/day)| 31 0 38 15 30
Creditable Minor Source ERC Use (Ib/day)| 225 78 21 147 139
Creditable Major Source ERC Use (Ib/day) 0 0 0 39 5

Total Credit to AQMD Account  (Ib/day)| 13,515 | 5,908 545 7,149 | 3,480

Total Credit to AQMD Account  (ton/day)| 6.76 2.95 0.27 3.57 1.74

* Adjustment of orphan shutdown and orphan reduction offset credits deposited in AQMD
offset accounts to correct from potential emissions to actual emissions pursuant to PR
1315(b)(3)(B)(i).

** “Payback” of NSR balance, Community Bank and Priority Reserve allocations, and offset
exemptions pursuant to PR 1315(b)(3)(v) and Rule 1306(c).
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Table IlI-6
Sum of Credits/Debits Activity in AQMD’s Offset Accounts
(August 2002 through July 2003)

VOC NOXx SOx CO PM10

Total Debits* (Ib/day)| -1,424 -2,066 -135 -4,544 | -211

Total Credits* (Ib/day)| 13,515 5,908 545 7,149 | 3,480

Sum of Debits(- )/Credits(+)* (Ib/day) | 12,091 3,842 410 2,605 | 3,269

Sum of Debits(-)/Credits(+) * (ton/day) | 6.05 1.92 0.20 1.30 1.63

* Debits are shown as negative and Credits as positive, while their sum is shown as negative
or positive, as appropriate.

Table llI-7
Debits from AQMD’s Offset Accounts
(August 2003 through July 2004)

DISTRICT OFFSETS USED VOC NOXx SOx (6{0) PM10
Priority Reserve* (Ib/day)| 99 517 0 919 0
Community Bank (Ib/day) 0 0 0 0 0
Rule 1304 Exemptions (Ib/day)| 350 825 3 2602 245
Sum Total of AQMD Offsets (Ib/day)| 449 1,342 3 3,621 245
120% Offset Ratio (Ib/day)| 90 268 N/A N/A N/A
Total Debit to AQMD Account  (Ib/day)| 539 1,610 3 3,521 245
Total Debit to AQMD Account  (ton/day)| 0.27 0.80 0.00 1.76 0.12

* Includes electrical generating facilities and other sources accessing the Priority Reserve.
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Table 111-8
Credits to AQMD'’s Offset Accounts
(August 2003 through July 2004)

CREDITS RECEIVED* VOC NOXx SOx CO PM10

Major Source Orphan Credits (Ib/day)| 6,355 841 7 3,749 467

Minor Source Orphan Credits (Ib/day)| 16,850 | 3,953 | 2,259 | 3,060 | 2,653

Total Orphan Credits (Ib/day)| 23,205 | 4,794 | 2,266 | 6,809 | 3,120

Adjustment to Actual Emissions* (Ib/day)| -4,641 | -959 -453 | -1,362 | -624

Discount of ERCs** (Ib/day) 7 0 0 0 0
Creditable Minor Source ERC Use (Ib/day)| 224 77 20 148 139
Creditable Major Source ERC Use (Ib/day) 0 0 0 39 4

Total Credit to AQMD Account  (Ib/day)| 18,795 | 3,912 | 1,833 | 5,634 | 2,639

Total Credit to AQMD Account  (ton/day)| 9.40 1.96 0.92 2.82 1.32

* Adjustment of orphan shutdown and orphan reduction offset credits deposited in AQMD
offset accounts to correct from potential emissions to actual emissions pursuant to PR
1315(b)(3)(B)(i).

** “Payback” of NSR balance, Community Bank and Priority Reserve allocations, and offset
exemptions pursuant to PR 1315(b)(3)(v) and Rule 1306(c).

Table 111-9
Sum of Credits/Debits Activity in AQMD’s Offset Accounts
(August 2003 through July 2004)

VOC NOXx SOx CO PM10

Total Debits* (Ib/day)| -539 -1,610 -3 -3,521 | -245

Total Credits* (Ib/day)| 18,795 3,912 1,833 | 5,634 | 2,639

Sum of Debits(- )/Credits(+)* (Ib/day) | 18,256 2,302 1,830 | 2,113 | 2,394

Sum of Debits(-)/Credits(+) * (ton/day) | 9.13 1.15 0.92 1.06 1.20

* Debits are shown as negative and Credits as positive, while their sum is shown as negative
or positive, as appropriate.

The sum of credits and debits activity from thiglgsis (the sum may be positive or negative) is
added to the starting offset account balance foh gallutant to calculate the offset account
ending balance which is then used to determine tange with federal NSR requirements.
Refer to Table Ill-1 for a summary of starting amtling account balances for the August 2002
through July 2003 reporting period and Table Ifb2the August 2003 through July 2004
reporting period.
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ELECTRICAL GENERATING FACILITY ACCESS TO PRIORITY R ESERVE

The April 2001 amendments to Rule 1303 — Requirgésnamd Rule 1309.1 — Priority Reserve
provide EGFs with access to PM10 offsets from thery Reserv& Subsequently, the
November 2001 and May 2002 amendments to Rule 1208@anded EGF access to Priority
Reserve offsets to include SOx and CO. TableGlsdmmarizes the Priority Reserve offsets
provided to EGFs during the August 2002 througly 2003 reporting period and Table IlI-11
summarizes it for the August 2003 through July 2@pbrting period. These priority reserve
debits are included in (not in addition to) the itekbummarized in Tables llI-4, and IlI-7.

Table 111-10
EGF Access to Priority Reserve Offsets
(August 2002 through July 2003)

PM10 SOx CO

Priority Reserve Offsets Used (Ib/day)| 514 0
Priority Reserve Offsets Used (ton/day)| 0.26 0 0
Table 11I-11

EGF Access to Priority Reserve Offsets
(August 2003 through July 2004)

PM10 SOx CO
Priority Reserve Offsets Used (Ib/day)| 15 0
Priority Reserve Offsets Used (ton/day)| 0.01 0 0

CONCLUSIONS

The analysis presented in this report demonstthsgsAQMD’s NSR program provides
equivalent offsets to those required by federal M&Riirements and is at least equivalent
to the federal requirements on an aggregate basis. conclusion is based on the fact
that the ending offset account balances for both@feporting periods covered by this
report (August 2002 through July 2003 and Augu$3ihirough July 2004), as shown in
Tables IlI-1 and IlI-2, respectively, remained pive for all pollutants. The majority of
sources subject to AQMD’s permitting program aremajor stationary sources and,
therefore, are not subject to federal offset requents. The sums of credits to and debits
from AQMD’s offset accounts during the August 2@Bugh July 2003 and August
2003 through July 2004 reporting periods were pasior all pollutants in both years.
However, the NOx offset account experienced a eetese for the August 2003 through
July 2004 reporting period of 1.06 tons per dafiishet decrease occurred because the
amount of the NOx surplus at the time of use distpursuant to PR 1315(b)(4) for this
reporting period (-2.16 tons per day) was largantthe increase due to the sum of credits
and debits (1.11 tons per day) for the reportingope

8 Refer to Rule 1309.1(a)(4) for eligibility requinents.
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Staff will continue to track credits to and deliitsm AQMD'’s offset accounts and will provide
annual reports and equivalency demonstrationset®tard consistent with PR 1315 to ensure
that AQMD’s NSR program continues to operate in plamce with federal NSR requirements.
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ADDENDUM

CEQA COMMENTS AND RESPONSES

September 8, 2006



Provisional Final Determinations of Equivalency for 2002-03 and 2003-04 Page IlI-14

This section provides a summary of comments reddivéwo letters to AQMD, both dated
August 15, 2006, one from a group of environmeotganization® and the other from

Coalition For a Safe Environment regarding the DEadvironmental Assessment for Proposed
Amendments to Rule 1309.1 and Preparation of Natide&xemption for Proposed Rule 1315
along with the AQMD'’s responses to such commeifitsee summary of comments and AQMD’s
responses listed in this addendum include comniemtsthe August 15, 2006 letters that relate
to Proposed Rule 1315.

Comments by the Group of Environmental Organizatiors

Comment #1. (Page 5, Section II-B)
Proposed Rule 1315 has potential significant envirental impacts.
Proposed Rule 1315 will govern availability of atecnd significantly
alters existing credits in internal accounts.

Response  Proposed Rule (PR)1315 is intended to merely metmaiand formalize
the accounting procedures used by AQMD for fedd@R offset tracking.
The AQMD has been maintaining a tracking systenfieideral NSR
offsets for several years, and the purpose of PE5 18not to govern
availability of credits, but to incorporate the frdl NSR offsets
accounting procedures into a rule. EPA has reqeee#tQMD to
incorporate the accounting procedures into a raertore formalize the
tracking system. In addition to formalizing thddeal NSR offsets
tracking, PR 1315 makes the NSR offsets programe stangent by
providing backstop measures, as requested by EP#gde there are any
shortfalls in AQMD’s federal NSR offset accourttwever, the
occurrence of any shortfall is speculative, as AQMI3 never
experienced such an event. Therefore, PR 1315lgldaes not have any
significant adverse environmental impacts.

Proposed Rule 1315 does not, directly or indisgaesult in any adverse
effect on the environment. It does not in itsediutt in any more credits
becoming available for use by projects, which nieyrtselves have an
effect on the environment. Access to creditsagigded through other
District rules, such as 1309.1 (Priority Resenaz)d 1304 (exemptions).

8 The group of environmental organizations includes:
California Communities Against Toxics
California Environmental Rights Alliance
California Safe Schools
Center for Community Action and Environmental Juestic
Coalition for Clean Air
Coalition for a Safe Environment
Communities for a Better Environment
Del Amo Action Committee
Natural Resources Defense Council
Sierra Club-Harbor Division Task Force
Society for Positive Action
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PR 1315 may actually provide a benefit to tharenment, although that
effect is not foreseeable because it is unknownrhany credits will be
used and because the District has never experieactmrtfall in credits,
so a future shortfall is not foreseeable. Under slgstem in effect before
the adoption of Rule 1315, sources may accesstsrétglough Rules
1309.1 and 1304 without regard to whether the ustwill be able to
show equivalency with federal requirements, i.@éhout regard to
whether there are credits “in the bank.” Under BU309.2, credits may
not be accessed until EPA approves the rule ired3tr. In contrast,
under Rule 1315, backstop provisions, the Distxiditeach year project
whether credits will be available for future usedaf not, cease funding
the Priority Reserve. If the final determinationeguivalency does not
demonstrate equivalency, the AQMD must implemeskdbap measures
to return to equivalency. Therefore, PR 1315 nrayigde a beneficial
effect on the environment by assuring that cretésavailable in the
bank before a source is permitted, thus assuriagiticreases in
emissions resulting from such sources are fullyedff Thus, it can be seen
with certainty that there will be no adverse enmimental impacts from
PR 1315.

In addition, PR 1315 is not even a “project” umdeEQA because the
CEQA definition requires that a “project” may causgher a direct
physical change in the environment, or a reasonédyseeable indirect
physical change in the environment. Pub. Res2C085. The comment
asserts that PR 1315 will govern availability oédits. The comment
does not explain how this may result in an adveftet on the
environment. And as discussed above, Rule 13183eas a brake on the
availability of credits, not an increase. But evkthe comment were
correct, PR 1315 would not result in an adverseafbn the environment.
According to a leading treatise, “Agency actionttih@erely establishes its
ability to take a later action that will affect tle@vironment but does not
commit the agency to a definite course of actiamisa project subject to
CEQA.” 1 Kosta & Zischke, Practice Under the Caiifia

Environmental Quality A¢84.20 (p. 171). In Citizens to Enforce CEQA
v. City of Rohnert Parki31 Cal. App. %1594 (2005), the court
explained that where a city’'s Memorandum of Unaerding with an
Indian Tribe established a source of funds for feitdlevelopment of a
casino, but did not obligate the City to undertdeselopment, the MOU
was not a “project.” Similarly, where a school thist established a
community facilities district to raise funds fohsol development, this
was not a “project.” _Kaufman & Broad South Bayclrv. Morgan Hill
Unified School Dist(1992) 9 Cal. App.tﬁ464. Even if PR 1315 may
increase the number of credits that will be avdgsin the future, this is
analogous to the financing mechanisms discuss#teiabove cases, and
is not a “project” under CEQA because any futurgauwts are not
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Comment #2:

Response

Comment #3:

Response

“reasonably foreseeable.” It is not foreseeableatiter PR 1315 will
make these credits available. Also, the Distra¢sinot have any way of
knowing what projects, if any, will use any suduife credits. CEQA will
be performed by the lead agency at the time thegt®are given
development permits. CEQA law is clear that altffoenvironmental
analysis must be performed as early as feasibédloov environmental
considerations to influence the project, it mustlaee enough to provide
meaningful information for environmental assessmestand Tall on
Principles v Shasta Union High School Distyiz85 Cal. App. 3d 772
(1991). In that case, selecting a “preferred” sftg a new high school
was not “approval”’ of a “project” under CEQA. Inhis case, any attempt
to analyze environmental impacts of future projeatsild be speculation,
which CEQA does not require. CEQA Guidelines, 8b551Therefore, PR
1315 is not a “project” under CEQA, and it can bees with certainty
that it will not result in significant adverse imgia.

(Page 5, Section II-B-1)
By implementing modifications to Rule 1315 offsetdit accounting,
AQMD would reduce state regulations in relatiodederal regulations
and cause backsliding to, and in some cases, guestal standards.

As indicated earlier, PR 1315 is merely formalizihg AQMD'’s federal
NSR offset tracking system into a rule as per’ERfuest. AQMD is not
modifying its existing rules or regulations and PR®L5 is strictly for
federal NSR offset tracking, as a result, AQMDadsreducing any state
regulations. In addition, California Air ResourcBsard (CARB) has
reviewed PR 1315 and has not raised any issueslation to reducing
any state regulations. Therefore, there is no bhding.

The commenter refers to 8193 of the Clean Air A214.S.C. §7515), the
General Savings Clause. This provision only limtdifying control
requirements in effect prior to the 1990 CAA Amesab PR 1315 does
not modify any control requirements in effect ptiothe 1990
Amendments. Indeed, it does not modify any corgcplirements at all,
since until PR 1315 is adopted, there are no rg@gerning the NSR
equivalency showing.

(Pages 5 and 6, Section II-B-1)
Proposedrule 1315 makes minor source orphan shut-downs@esof
ERCs, which is less stringent than current EPA legguns and violates
federal law.

Use of emission credits resulting from minor sowgeghan shutdowns is

neither less stringent than current EPA regulations a violation of
federal law. Orphan shutdowns have always beeditaigle to AQMD’s
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Comment #4:

Response

Comment #5:

Response

offset accounts; AQMD has not quantified minor seuwrphan
shutdowns historically because the balances irAQ&ID’s offset
accounts were sufficient for foreseeable needswas not necessary for
staff to devote the resources to quantify and acttor this source of
credits. Furthermore, minor sources do (and alwiagge) generate ERCs
pursuant to AQMD Rule 1309. These ERCs generateaifior sources
can be and are used by major sources as emissftsetopursuant to
AQMD Rule 1303. EPA has approved Rules 1303 afiél itfo the SIP

in 1996, and has also agreed that minor source anpshutdowns are
creditable and has not considered this to be cogtta any EPA
regulations. Furthermore, the statement “the CAgtate authority
retention clause...grants state power to make fedgaaldards more
stringent, but not less stringent” is not correas, states have no authority
to affect federal standards. While it is true that).S.C § 7416 precludes
a state from adopting or enforcing emission stadddess stringent that
those set forth under 88 7411 or 7412, neitheho$é sections apply to
emission credits.

(Page 6, Section II-B-1)
Proposed Rule 1315 produces more state creditedagame reduction
and would violate the federal surplus requirements.

The purpose of PR 1315 is in fact to identify eéftieat are surplus to
federal NSR requirements. PR 1315 does not affat offsets which are
separately accounted for state NSR purposes. dluating the federal
NSR offset tracking system, EPA has agreed thatrtlyecredits used by
AQMD are those that are surplus to federal NSR ireguents.

The commenter does not explain how PR 1315 woolat®ithe federal
“surplus” requirement. All the credits allowed uadPR 1315 have been
carefully reviewed to assure that they are surptutederal requirements

(Page 6, Section II-B-2)
Rule 1315 retroactively increases the amount of £ER@ilable and is
prohibited because it is not contemporaneous.

Retroactive adjustments to AQMD’s offset accouatking and
accounting have no impact on the contemporaneosssfabe offsets in
AQMD’s offset accounts. The notion of emissioeslits being
contemporaneous with the increases they are usefiget refers to the
timing of the emission reductions underlying thedtts and the timing of
the emission increases that are being offset; ésdwot refer to the timing
of the accounting. That is, the emission reductatisfies the
contemporaneous test if it exists on or befordithe of the emission
increase. AQMD only uses credits after such radosthave taken place.
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Comment #6:

Response

Comment #7:

Response

Comment #8:

All the credits referred to in PR 1315 are in egiste — i.e., the emission
reductions had occurred — at the time they are paad therefore are
contemporaneous with the emissions increase.

(Page 6, Section II-B-2)
A reduction is not creditable where the decreasamissions has already
been assumed under prior permitting rules. AQMB praviously relied
on offset ratios for certain facilities, so is deibounting ERCs by
reinstating a credit that has already been used.

For federal accounting purposes only, AQMD is tgkiihe difference of
AQMD’s NSR offset ratio of 1.2 to 1.0 and the reegiifederal offset ratio
of 1.0 to 1.0 as a credit when an ERC is usedraapor source for SOX,
CO or PM10. The additional 0.2 portion is not lied’ on as federal
requirements for major source permitting since amly.0 to 1.0 offset
ratio is required to meet federal NSR requiremeritse 0.2 portion would
be considered surplus for federal NSR accountinggaes which makes
it available as a credit. Therefore it is not catesed double counting.

Under PR 1315, SCAQMD is not using the same ctedhiteet federal
equivalency requirements for two different sourcestead, the 0.2 credit
provided by certain sources is above and beyonglssito) federal
requirements, and can be used to establish thaptbhgram as a whole is
equivalent to federal requirements.

(Page 6, Section II-B-2)
Proposed Rule 1315 would take the 0.2 portion sthic emission
reductions and use it in the AQMD'’s internal acdouendering it
temporary and contrary to the federal NSR requirgmfr credits to be
permanent.

As earlier stated, PR 1315 is only an accountinglmaaism that accounts
for offsets that are surplus to federal requirenseantd so, by itself, does
not cause any use of these offsets. Moreoverdeaaguirements that
credits be permanent, means that emissions soueedirng the credits be
permanently shut down as opposed to temporarily dbwn. As a result,
the original credits that were applied at a 1.2ltoffset ratio were all
permanent and in compliance with federal NSR regments. PR 1315
does not change that status.

(Page 7, Section II-B-3)
Proposed Rule 1315 contains provisions which waitkf the credits
available for purchase and would have real consempseto the physical
environment. Therefore it should not be exemphf@EQA.
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Response

Comment #9:

Response

PR 1315 is an accounting mechanism and will n&rdhe quantity of
emission reductions available from the Priority 8®e. Rule 1309.1
limits the quantity of offsets to be deposited theoPriority Reserve each
quarter and, therefore, the quantity available thay be used, if any.
However, as requested by EPA, PR 1315 enablegsextdithe Executive
Officer to discontinue funding the Priority Reserfvmsufficient credits
exist in AQMD federal offsets accounts or if a $fadiris projected to
exist. Currently there is no mechanism to disecwdifunding the Priority
Reserve due to an actual or projected shortageeatfits in AQMD’s
offset accounts. As a result, PR 1315 has thenpat¢o benefit the
environment by triggering the discontinuation afding of the Priority
Reserve, but not of negatively impacting the envitent. Therefore, PR
1315 does not have the potential for adverse saamt impacts. (Also
please refer to response to Comment #1.)

(Page 7, Section I1-B-4)
Proposed Rule 1315 is a violation of AB 1054’s (F6&39616) anti-
backsliding provisions because is allows more tsadto the offset
account under less stringent criteria, and stateplahibits the AQMD
from making its NSR rules less stringent than theye on December 30,
2002. (H. & S. 42504.)

As indicatecearlier, PR 1315 merely formalizes the AQMD’s fedl&SR
offset accounting methodology. Moreover, the psedanethodology
would reduce the AQMD’s overall offset accountgl®%. This is
calculated by summing the previously-reported 2@@& offset account
balances and comparing it to the Revised 2002 totahing balances as
illustrated in Table 5. Therefore, PR 1315 doesunaate any
backsliding provision. Also, CARB, which is chargeath enforcing these
anti-backsliding provisions, has not raised objestwith the proposed
rule.

The commenter cites AB 1054 (H & S § 39616), whithorizes districts
to adopt “market-based incentive programs” meetoegtain
requirements. Section 39616, adopted in 1992ptwpplicable to
District NSR rules, because districts have impleetr and indeed have
been required to implement — such rules since §7®4, whereas the
authorization for “market-based incentive programsas only effective in
1992. Instead AB 1054 applies to market-basedrprog such as
RECLAIM, which allows sources to choose to eitleeluce emissions or
obtain credits from another source that has reduesikssions beyond
applicable requirements. Also, section 39616 (gyples that AB 1054
does not apply to district emission trades impdseg@ermit or rule that
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Comment #10:

Response

Comment #11:

are not part of a market-based incentive prograoglgarly not all use of
credits is subject to AB 1054.

The commenter also cites SB 288 and H & S 842504(a¢h provides
that a district may not “amend or revise its newase review rules or
regulations to be less stringent than those thatesd on December 30,
2002.” PR 1315 cannot violate this provision simseof December 30,
2002, the District did not have any NSR rule gowegraccounting for
federal equivalency, so PR 1315 cannot be lessg&rnt than 2002 rules.
Moreover, the District believes that SB 288 dodsapply to offset
requirements in any event. Finally, as noted ab&r 1315 actually
makes the existing program more stringent by liigitaccess to credits
where the District projects that insufficient cresdwill be available.

(Page 8, Section [I-B-4)
Proposed Rule 1315 would make current accountiagtioes less
stringent and roll them back compared to federdRS&ndards by
including certain credits which were not previouslailable for purchase.
This change will increase available NOx credits3B%o, which is an
example of backsliding from existing rules.

The proposed rule memorializes the currently avddaaccounting
practices. Some aspects (i.e. minor sources stwnsloetc.) of the
proposed accounting methodology were always aviagildde entire
subject period, but due to the ample amounts abkland resource
constraints, weren’t quantified in the past accauognt In addition, while
the amount of NOx has increased, the rest of tieria pollutants have
decreased by much greater percentages. For allfzoits, the revised
2002 balances have been reduced by an overall 4a%vidual
reductions — excluding NOx - have ranged from aimam of 81% for
PM10 to 36% for VOC. Moreover, as indicated eayrltaese sources of
credits have always been available, but AQMD haidoneviously
guantified them for purpose of accounting. Addidlby, sources of NOx
emissions are combustion sources, which also e@jtRB110, and VOCs,
which again are being sharply decreased. Thusva or modified source
relying on the Priority Reserve would be limitedtsability to increase
NOx emissions, because of the more limited amafir@®, PM10, and
VOCs. Therefore, there is no backsliding fronrent rules.

(Page 8, Section II-B-4)
The amount of past credits that AQMD claims willreduced are invalid
due to lack of documentation which also is a violabf state and federal
law.
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Response  AQMD has decided to remove the past credits frerfederal offset
accounts because it presentdlges not retain any documentation related to
the generation of such credits. This was a volynthange made by
AQMD in order to reach agreements with EPA on therall tracking
system. The credits were not removed becausevitreyconsidered
invalid, and up until this time had resided in AQM@Mederal offset
account as an available source of credits. AlsdvVAAJs not requesting
any State Implementation Plan (SIP) emission redastfor such action.
Therefore, there is no violation of state or fedédaav.

EPA has previously approved the use of thesatsredts 1996 approval
of the District’'s NSR rules. Therefore, EPA did believe these credits
were invalid under federal law.

Comment #12: (Page 8, Section II-B-4)
Proposed Rule 1315 will take credit for 20% ex&ductions, thus what
used to be 20% reduction from major sources witbipge a purchasable
credit, producing an offset ratio of 1:1, which stitutes backsliding and a
violation of state law.

Response  The use of 20% extra reductions as credits dubdmffset ratios is in
recognition that federal law only requires a 1 toatio for SOx, CO, and
PM10. Although AQMD’s NSR rule requires a 1.2 tatlo, the
additional 20% reductions has always been a surpdugderal NSR
requirements. The AQMD had previously not quaadiBuch surplus
credits and PR 1315 merely formalizes the procesltirat AQMD uses to
guantify such surplus credits. AQMD’s NSR rul# stquiresa 1.2to 1
offset ratio for all pollutants. Therefore, thaseno increase in emissions
or violations of the state law. CARB has alsofoahd any violations of
state law in PR 1315. (Also please see responsenmnent #6 and to
comment #9, relating to backsliding.)

Comment #13: (Page 8, Section II-B-5)
Proposed Rule 1315 retroactively reassigns ER@s fnphan shutdowns
without agreement from their original owners an@ngfully assumes the
right to deposit these newly created credits irfitsed accounts without
retiring them.

Response As indicated earlier, PR 1315 merely memorialitesAQMD'’s federal
NSR offset tracking procedures. The purpose d¢f aacounting is to
demonstrate whether or not in the aggregate theme\sufficient credits
surplus to federal NSR requirements to offset smes from major
sources which are exempt from providing offseteéform of ERCs
under AQMD’s NSR program. If emission reductiossogiated with shut
down of equipment are to be used to offset emigsaraases from
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Comment #14:

Response

sources that are not exempt from AQMD’s NSR afésgtirements, the
equipment operator must apply and obtain ERCs slburce does not
apply for ERCs, then such emission reductions ansidered surplus to
federal requirements. AQMD uses the NSR trackinggalures to
guantify and track such reductions, as well aseases from major
sources which are exempt from offset requiremamdgtuAQMD’s NSR
program, in order to show that the overall emissieductions are equal
to or greater than the emission increases from saehces. If a source
wishes to retire their reductions, it can apply &r ERC and subsequently
retire the ERC. If they fail to do so, they habardoned their credits,
giving up any right to control what will be donetwthem. Finally, as
indicated before, the minor source orphan shutdolaase always been
surplus but not previously quantified. PR 1315soet increase or
decrease such credits, but rather formalizes tlee@dure used for
tracking and accounting for such reductions andeases.

(Page 12, Section 1I-C-4) AQMD piecaisi¢he CEQA analysis by
not addressing the environmental impacts of PARR13A.302 and
1315 together.

As discussed in Response to Comment 1, PR 13Ifowiesult in any
adverse environmental impacts, and does not evalifyjas a “project”
under CEQA. Therefore, considering PR 1315 sepfrdtom PAR
1309.1 does not violate the requirement that a fect’ include “the
whole of an action” (CEQA Guidelines 8§15378) anésloot constitute
piecemealing.
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Comment #1:

Response:

Comment #2:

Response:

Comment #3:

Response:

Comment 4:

Response:

Comment #5:

Response:

Comments by Coalition for a Safe Environment

(Page 1, Item #1) The amendments graacenvironmental
benefits and therefore violate CEQA.

Throughout this letter, the commenter fails tontifg what rule
amendment is being referred to. For purposes sffoading where it is
unclear, AQMD will assume the commenter refersRolB15. CEQA
does not require environmental benefit, so Comrhelttes not establish a
violation.

(Page 1, Item #2) The amendmentsneittase cumulative impacts
by allowing new polluting facilities to be estabiles, and will allow
new sources and types of pollution, in violatiorG&EQA.

See response #1 to NRDC comment letter. PR 13broht cause any
adverse environmental impact.

(Page 2, Item #3) The amendments aulse asthma in children,
respiratory health problems, cardiovascular diseasepremature
death, in violation of CEQA.

See response #1 to NRDC comment letter. PR 183bribt cause any
adverse environmental impact.

(Page 2, Item #4) The amendments allevexpansion of an illegal
pollution trading program and will allow an increas pollution.

See response #1 to NRDC comment letter. Offegtamns for major NSR
sources are not illegal but in fact required bydeal law.

(Page 2, Item #5) The amendments iNegizbsidize polluters by
allowing them to purchase credits at a cheap pr@MD gives
polluters a license to kill and creates a permapehtic health crisis.

This comment refers to PAR 1309.1, not to PR 18id&wever, the credit
prices contained in PR 1309.1 are intended to Ipeesentative of recent
market prices. Moreover, whenever AQMD issuesraipgeit assures that
there will not be a significant increase in critegpollutant concentrations,
through Regulation XIllII, and assures that toxiclgiants will not create
risks beyond what the District Board has deemeepiable in Rule 1401
(e.g., 10 in a million cancer risk and using Besgaiable Control

September 8, 2006



Provisional Final Determinations of Equivalency for 2002-03 and 2003-04 Page I11-24

Comment #6:

Response:

Comment #7:

Response:

Technology to reduce toxics). AQMD is doing evengt it its power to
reduce public health risks resulting from air padian, including the most
stringent control program in the nation.

(Page 2, Item #6) There were no meetmgnvironmental Justice
Communities where new toxic polluting facilitiegdreing
proposed. AQMD refused to extend the public contrpeniod.
There is no need to adopt in September.

This comment pertains to PAR 1309.1. However, B@Mermit process
will assure that any new sources do not exceed lggas on toxic
pollution.

(Page 3, Item #7) AQMD failedatertisehadvertise in
newspaper, radio, or television, attend any comtyiumeeting, or
distribute public information to the Environmeniaistice
Communities that will be impacted by these amendsaen

The public notices for the public consultation tmegeregarding PR 1315
and the two workshops regarding Proposed AmendéssRBARS) 1302
and 1309.1 described the proposed project and anmcexithe date, time
and location of the meetings and the notices westgal in local
newspapers in each of the four counties. An In8tady and a Draft EA
were prepared for PARs 1302 and 1309.1 and botiNtitece of
Preparation (NOP) and Notice of Completion (NOCyaveublished in
the Los Angeles Times which is the most widelyiloliséd regional
newspaper in southern California. The NOP and N{IX0 provided a
brief description of the proposed project and whitiee CEQA document
could be obtained or accessed. These notices al&resent via e-mail to
interested parties, local cities, counties, scharad fire department
contacts. Interested parties include citizen gioapch as environmental
organizationsSpecifically, Julie Masters and Tim Grabiel frone th
Natural Resources Defense Council; Joseph K. LyoDFrom

California Environmental Rights Alliance; Scott KylBahrem Fazeli and
Agustin Eichwald from Communities for a Better Emwvment; Mary Ann
Webster from the Sierra Club; Robina Suwol fromifGatia Safe
Schools; Cynthia Babich from Del Amo Action Coneritlan Musquit
from Center for Community Action & Environmentastice and Jesse
Marquez from the Coalition for a Safe Environmesdeaive all
notifications regarding all our CEQA actions. Fher, notices have been
sent to contacts in EJ communities such as Markguirre at the City of
Huntington Park, Julia Gonzalez at the City of Mapd, and Gretchen
Hardison and Wayne King at the City of Los Angéldsose jurisdiction
includes the Wilmington area). Finally, proposedes, staff reports and
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CEQA documents have been available online andeab@®AQMD’s
Public Information Center.

Comment #8: (Page 3, Item #8) AQMD is misleadirgyhblic by giving the
impression that new projects will be approved, wtiery may not
be. CEQA requires description of these projects.

Response: This comment pertains to PAR 1309.1. However, BQ&k not implied
that any project will necessarily be approved. AQWiill postpone the
portions of PAR 1309.1 which are not statutorilgmpt from CEQA to
give fuller CEQA consideration to non-exempt prtgec

Comment #9: (Page 3, Item #9) AQMD should have clveg with its
Environmental Justice Advisory Committee.

Response: PR 1315 does not have any adverse impact on theoement, as
explained in Response to comment No. 1 to the grbapvironmental
organizations’ comment letter.

Comment #10: (Page 3, Item #10) The amendmentateidlQMD, state, and
federal Environmental Justice Policies.

Response PR 1315 does not have any adverse impact andrduiesolate any
environmental justice policies.

Comment #11: (Page 3, Item #11) PR 1309.1 listsicespecific projects that have
not submitted permit applications. Why is theredescription of
these projects in the environmental assessment?

Response: This comment pertains to PAR 1309.1.

Comment #12: (Page 4, Item #12) CEQA requires radtieves to activity.” AQMD
should have included alternatives to the projestsd in Table 1 or
the EA.

Response: This comment pertains to PAR 1309.1. However dtievity” being
approved is PAR 1309.1, not the individual projebtg may in the future
use credits under PAR 1309.1. These projectdeiiubject to full
CEQA analysis, including alternatives if there arey significant adverse
impacts of such projects. AQMD will consider attatives to the
“activity,” i.e., PAR 1309.1 in its CEQA analysi§ that rule.
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Comment #13: (Page 4, Item #13) AQMD has not predidn assessment of
reasonably foreseeable impacts or appropriate aiig measures
for any of the projects listed in Table 1 or the.EA

Response  This comment pertains to PAR 1309.1

Comment #14: (Page 4, Item #14)
Proposed Rule 1315 accounting changes violatedgtlergl NSR rules
which require that reductions be surplus and peanta AQMD is in
violation of the Clean Air Act and federal NSR.

Response: As indicated earlier, PR 1315 is merely formaligthe accounting
mechanism for federal NSR offset tracking. In tldj as indicated in
responses to comments #4 and #7 to the group obamental
organizations’ comment letter, the credits trackgd®R 1315 are both
surplus and permanent. Therefore, there are ntatrans of the Clean
Air Act or federal NSR.
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